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WORK OF THE COMMISSION 
ON CPA STANDARDS* 


DonaLpD P. Perry, CHAIRMAN 
Commission on Standards of Education and Experience for CPAs 


States is one of the youngest of our sional magazines are studded with articles 
professions and its growth has been on the application of electronic devices to 
phenomenal. In 1900 there were 243 certi- accounting problems. Questions of opera- 
fied public accountants in this country, tions control, personnel organization, fi- 
in 1940 there were an estimated 20,000 and nancing methods and many others are 
the present estimate would be around more and more frequently referred to the 
50,000. Furthermore, the present demand professional accountant for his comment 
for highly qualified men to enter the pro- and advice, both because of his varied ex- 
fession is still far in excess of the supply. perience and because of the impingement 
The rapid increase has naturally been ac- of accounting on such questions. To make 
companied by many growing pains. As_ effective contribution to solving problems 
this audience well knows, the preparation in such diverse fields the accountant not 
requisite for accounting practice has only needs broad experience, but a breadth 
changed rapidly with changing concepts of education, both general and technical, 
and demands of business administration which extends well beyond the traditional 
and with the great expansion of business areas of accounting and auditing. 
ownership beyond the managerial groups. 
The result has been wide diversity in stand- 
ards for entrance into the profession and 
considerable soul searching among those The profession of public accounting is 
responsible for training of prospects and much older in Great Britain, where prep- 
neophytes and for supervising the ac- aration and training developed along the 
crediting of certified public accountants. line of apprenticeship rather than through 
There is every expectation that the field schooling and where accreditation to prac- 
of the professional accountant will con- tice has been handled by the professional 
tinue to expand. The American Institute societies rather than by governmental 
of Accountants has only this year organ- boards under statutory fiat. In this coun- 
ized a new committee to study the proper try, after a considerable period of struggle 
role of the accountant with respect to in the earlier years of the present century, 
mm ‘ the strict apprenticeship system and pro- 
paper was presented at the Annual Meeting of fessional society accreditation were dis- j 


the American Accounting Association at the’ Universi 
of Illinois, September 2, 1954. " ag carded in favor of more formal education 
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and of accreditation by state boards. As a 
result, training media and certification re- 
quirements vary almost to the extent of 
the hundreds of different schools contrib- 
uting to accounting education and cer- 
tainly to the extent of the more than fifty 
jurisdictions which have set up statutory 
requirements for admission to practice as 
Certified Public Accountants. The philos- 
ophies of the state statutes range between 
wide limits as to their purposes and meth- 
ods, from so-called permissive legisla- 
tion, which merely gives the individual a 
right to practice under the designation 
“C.P.A.,” to rigidly regulatory laws which 
to varying degrees restrict practice to 
C.P.A.’s, require their registration, and 
govern their professional conduct. The un- 
derlying purposes of C.P.A. legislation are 
by no means as clearly defined as are those 
governing such older professions as law 
and medicine. And such legislation has 
been constantly under assault by non- 
certified public accountants and others as 
unduly restrictive or discriminatory, so 
that the profession has had to be alert to 
see that its standards of admission in the 
various states be not eroded by those ele- 
ments making use of politicians who had 
no understanding of the basic issues. Both 
education and experience (as well as the 
passing of a comprehensive set of written 
examinations) are recognized requisites 
for obtaining a C.P.A. certificate, but there 
is no general agreement among the states 
upon the specific nature and the required 
amount of education and experience. Al- 
though all the states use the same written 
examinations and most of them now use a 
central grading service, the laws and regu- 
lations both as to eligibility to take the 
examinations and as to qualifying for the 
certificate vary greatly. The interdepend- 
ent character of our economy on a na- 
tional basis, reflected in the nation-wide 
scope of operations of business firms served 
by the profession and in the mobility of 


practicing accountants, points to a clear 
need for a nearer approach to basic uni- 
formity in the requirements of such stat- 
utes and regulations. 

Not only is business characteristically 
more and more an interstate operation, 
but federal requirements, such as income 
taxation, securities regulation, Federal 
Trade Commission supervision, and the 
like, call more and more for a consistent 
handling of accounting matters. Further- 
more, there is greater movement between 
states in the accounting profession than is 
the case with law and medicine. This is 
recognized in many of the state account- 
ancy laws which provide for issuance of 
reciprocal certificates, but usually only if 
the standards of education and experience 
in the state of original accreditation are up 
to the level of the state issuing the recip- 
rocal certificate. The diverse require- 
ments are frustrating to rational educa- 
tional progress, for it is impossible for a 
school to meet the detailed specifications 
of all state boards. Also, the low require- 
ments of some jurisdictions encourage 
local schools of poor quality, which turn 
out accountants either not qualified to 
deal competently with present day busi- 
ness problems or disappointed to find 
themselves not admitted to practice in 
other parts of the country. There is, there- 
fore, an urgent demand for uniform re- 
quirements and for raising the standards 
of admission in states where they may have 
been low. 


PREVIOUS RECOGNITION OF THESE 
PROBLEMS 


A number of efforts have been made dur- 
ing the past ten years to bring some order 
out of this situation. Successive com- 
mittees of the American Institute of Ac- 
countants have struggled with it. The 
Institute’s Committee on Education has 
concerned itself with standards of educa- 
tion for the profession. The Committee 
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on State Legislation has developed model 
state laws, motivated largely by contro- 
versies with groups of noncertified public 
accountants, at the same time keeping in 
mind standards of education and experi- 
ence to be set up as requisites for a certifi- 
cate. The various state boards of account- 
ancy particularly have felt the need for 
greater uniformity of standards and the 
association of these boards for several 
years assigned the problem to a small com- 
mittee for study only to find that the re- 
sulting report was not accorded any gen- 
eral acceptance by the total membership 
of the Association. While it is fair to say 
that the accounting profession has become 
well organized along national, as well as 
state lines, obviously the problem was too 
far reaching to have any hope of solution 
by several committees approaching it 
from different and short-term points of 
view. 


ORGANIZATION OF COMMISSION ON 
STANDARDS 


In an effort to reach a more comprehen- 
sive solution there was organized in 1952 
the Commission on Standards of Education 
and Experience for C.P.A.’s, including in 
its membership 25 persons of standing who 
are representative of, although not specifi- 
cally appointed to represent, a number of 
groups directly interested in the education 
and preparation of men and women for the 
profession. The Commission is independent 
of the American Institute of Accountants 
or any other one body. Its membership 
includes professors of accounting, deans 
of university schools of business admin- 
istration, practicing C.P.A.’s and members 
of state boards of accountancy. Funds for 
its support to date have come from the 
American Institute of Accountants, The 
American Accounting Association, State 
Societies of C.P.A.’s, and State Boards of 
Accountancy, 

The Commission has held two well- 
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attended full meetings of two days each. 
Between meetings its functions have 
largely been directed by an Executive 
Committee, comprised of the present 
speaker, Herman W. Bevis, Chairman of 
the Institute Board of Examiners, Thomas 
H. Carroll, until recently Dean of the 
School of Business Administration at 
Chapel Hill, Robert L. Kane, Jr., Educa- 
tional Director of the Institute, Hermann 
C. Miller, a Past President of The Ameri- 
can Accounting Association and Chairman 
of its Standards Rating Committee, and 
William W. Werntz, formerly Chief Ac- 
countant of the Securities and Exchange 
Commission. For some months during the 
past year the Commission had the services 
of Dr. L. J. Buchan, one of your members, 
as study director to outline a statement of 
its problems and tentative solutions. When 
early in this year it was found that Dr. 
Buchan was not available to continue the 
work, we were happy that we could turn 
to your capable president, Frank P. Smith, 
Director of the University of Michigan 
Bureau of Business Research, who will 
pick up the direction of the study as soon 
as he is able to disentangle himself from : 
his duties for your Association. ! 


PROBLEMS FACING THE COMMISSION 


Specifically, what are the problems and 
questions with which the Commission is 
faced? Perhaps some of you will have some 
of the answers and will share them with 
us. The Commission is by no means a 
closed shop nor unduly impressed with 
its own wisdom. Volunteer suggestions 
have been received from a number of 
sources and others would be welcomed. 


Long-range Approach 


At the organization meeting of the Com- 
mission the consensus was that its ap- 
proach should be generally from a long- 
range point of view, with simultaneous 
consideration given to present practical 
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limitations on any effort to raise and stand- 
ardize educational and experience pre- 
requisites. The Commission did not wish 
to be limited in its consideration of what 
should be ideal preparation for competent, 
responsibile practice of accounting in our 
complex economic system by the practical 
difficulties of raising standards in some fifty 
jurisdictions where political pressures 
might abound or by the problems of put- 
ting into effect better curricula and in- 
struction, broader requirements for gen- 
eral education or more responsible super- 
vision of experience on the job. An even- 
tual report should not be expected to pro- 
vide a blueprint to which state regulations 
can immediately conform or to make rec- 
ommendations for schools and teachers 
which may be easily or quickly adopted. 
Rather do we hope to set goals which the 
state boards and schools might strive to 
approach over a reasonable term of years, 
together with suggestions for interim pro- 
cedures which may be practical to follow 
in approaching what it is hoped may be 
accepted as longer-range objectives. 


Meaning of C.P.A. Certificate 


Basic to this approach is agreement on 
certain fundamental assumptions center- 
ing around the meaning, purpose, and 
level of the C.P.A. certificate. Some of 
you will say to yourselves, ‘That is a 
foolish question for the Commission to get 
concerned with. We already know the 
meaning and purpose and level of the 
certificate.” The trouble is that there 
would be others here who would not agree 
with your understanding of the certificate. 
Much depends upon the jurisdictions with 
which you have become familiar. And 
the various state laws provide varying 
answers to these questions. Interpretation 
of some of the laws supports the idea that 
the certificate is like an academic degree, 
others that it is a license, and others that it 
is just an authorization to practice under 


the designation “C.P.A.,” with varying 
implied responsibilities. The last described 
point of view has greatest appeal person- 
ally, but this discussion is not intended to 
present the Commission’s views. 


Varied Pattern of Professional Practice 


It must also be recognized that the pat- 
tern of practice by the profession varies a 
good deal. On the one hand, and too often 
coming first to mind, are the large so- 
called national firms with scores of em- 
ployees, many of whom are competent, 
accredited practitioners, though not opera- 
ting as principals. Such firms have de- 
veloped to serve the needs of our large 
industrial corporations and to provide a 
breadth of experience on which the busi- 
ness world may draw. On the other hand, 
we find smaller local firms and individual 
practitioners who serve a clientele com- 
posed of small or medium-sized businesses, 
but whose abilities and breadth of experi- 
ence are often evoked for more varied 
demands than in the case of an accountant 
practicing with a national firm. The in- 
dividual practitioner may be consulted ona 
wide range of business problems without 
his having the advantage of drawing on 
the experience of associates and it is he 
who may have the greater struggle in 
maintaining professional standards of com- 
petence. The varied pattern of practice 
presents great obstacles in reaching a rea- 
sonable solution to the problem of uniform- 
ity of entrance prerequisites to the pro- 
fession. 

What must be sought is a program which 
is both practical and elastic, which will 
define standards reasonably protecting the 
public and which will reflect the profes- 
sional nature and ideals of public account- 
ing. Whether working as an individual or 
as a member of a large organization, the 
C.P.A. must not only be armed with 4 
store of technical knowledge and skill but 
must also have abilities to communicate 
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such knowledge, together with an under- 
standing of ethical problems, all of which 
are best developed through the broader 
disciplines of general education. 


What Competence Should Be Expected 


So, what level of competence should be 
expected of the candidate for a C.P.A. 
certificate? Should it be set in terms of the 
size or complexity of the businesses which 
may comprise an average public account- 
ant’s clientele? Or is it to be based upon a 
scope of service falling within the ambit of 
the public interest? In a narrow sense ac- 
counting services falling within the realm 
of public interest have been defined as 
those leading to certification of financial 
statements which may be relied upon by 
third parties. Certainly this is an area in 
which protection of the public generally 
can be said to be clearly involved and 
which may primarily justify the restrictive 
type of statute which provides that only 
C.P.A.’s shall be permitted to give such 
reports of opinion. 

The Commission seems hardly justified 
in adopting so narrow a view of the scope 
of the professional accountant’s services. 
All of us realize that the profession has 
come to be called on for many other types 
of specialized service—to advise business 
of the accounting and financial effects of 
proposed transactions and policies, to rec- 
ommend methods of accounting control 
which will not only safeguard assets but 
also provide management with adequate 
selective data for setting policies, guid- 
ing operations, and recognizing results 
promptly, and to assist in proper reporting 
for tax purposes and in determining the 
tax results of complicated transactions. 
That these areas have become generally 
recognized as properly included to some ex- 
tent in the scope of the profession’s work is 
demonstrated by their increased reflection 
in the uniform C.P.A. examination which 
has been accepted by all jurisdictions. The 
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body of knowledge available to and re- 
quired of the professional accountant has 
expanded rapidly over the past twenty- 
five years and may be expected to con- 
tinue to expand as the organization of this 
country’s business continues to evolve and 
as accounting and economic research adds 
to such knowledge. The basic problems of 
the Commission, therefore, are to achieve 
a grasp of what the professional account- 
ant is now expected to do and will be ex- 
pected to do in coming years and to de- 
termine what knowledge and skills the 
accountant should possess if he is to be ac- 
credited as reasonably competent to carry 
out such professional duties. This the 
Commission proposes to do not by elabo- 
rate statistical or questionnaire investiga- 
tive methods, but largely by interviews 
with representative educators, practition- 
ers, board members, and business people 
utilizing the services of accountants, and 
by review of the not-inconsiderable body 
of literature already available which has 
a bearing on these questions. Some limited 
investigation is being conducted this year 
to assist the Commission in formulating a 
reasonable working basis for its considera- 
tion of what characteristics, skills, and 
knowledge are needed and how they may 
be acquired by formal education or by ex- 
perience training, and thereby what edu- 
cation and experience standards should be 
set for entrance into the profession. 


Educational Facilities Now Available 


While there are various alternative edu- 
cational pathways now available to the 
prospective accountant, which must be 
considered by the Commission on Stand- 
ards, it is generally agreed that the best edu- 
cational preparation for public accounting 
is now pursued in the collegiate schools of 
business, including undergraduate work, 
post baccalaureate study, or both. A 
great number of individuals now enter the 
field through other avenues; indeed, with 
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a few notable exceptions, the present edu- 
cational requirements specified by the 
states do not include college study. The 
collegiate schools of business have stu- 
dents preparing for public accounting 
careers, private accounting positions, and 
other administrative or executive posts in 
business and industry. Among the ques- 
tions confronting the Commission is 
whether the programs of the collegiate 
schools, organized as they are for students 
with broader aims than professional ac- 
counting, are sufficiently close to an ideal 
pattern for training public accountants. 
Not only do the collegiate schools prepare 
for such widely diverse business areas as 
production, marketing, finance, and invest- 
ment, as well as for the accounting area, 
but some 80 per cent of the accounting 
majors in these schools are not going into 
public accounting work. Should prepara- 
tion for the profession be more closely pin 
pointed than is now the case? While it is 
granted that a vital portion of the C.P.A.’s 
education should comprise a background 
knowledge of the way business is con- 
ducted and of the problems of the business 
administrator, banker, and investor, never- 
theless, the professional accountant by 
definition must be skilled in the techniques 
of accounting and their wide application 
in the C.P.A.’s practice. One solution to 
be explored is the possibility of requiring 
a year or two of strictly professional educa- 
tion after attainment of the bachelor’s 
degree. 


C.P.A. Examination Results 


There is a good deal of opinion now be- 
ing expressed that educational preparation 
for the accounting profession is generally 
inadequate. Typical of such criticism are 
the deprecatory references to the record of 
failures in the uniform C.P.A. examina- 
tions, which have ranged up to 75 per cent 
or 80 per cent at times with reference to 
individual subjects examined. The speak- 
er’s personal opinion, based on some not 
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inconsiderable experience with these 
examinations, is that they have been gen- 
erally fair tests of the types of technical 
knowledge and skill which a competent 
C.P.A. should have acquired. If that be so, 
the unsatisfactory record of results would 
be due either to shortcomings of prepara- 
tion or to absence of any satisfactory 
means for screening out incompetent can- 
didates in advance and directing them to 
other vocations where they would have 
better chances of success. Where the ex- 
amination is frequently the last hurdle to 
entrance into the profession, there is obvi- 
ously a tremendous waste of educational 
and human effort when so many approach 
this jump only to fail to surmount it. A 
better-defined and directed pattern of 
educational preparation, together with 
early elimination of those incapable or un- 
willing to complete such preparation, 
would go a long way to avoiding this waste 
and improving the picture of examina- 
tion results. 


Schools Do Not Emphasize Professional 
Preparation 


A most obvious shortcoming of educa- 
tion for the accountancy profession in this 
country is the fact that so few schools have 
such preparation for their primary aim. 
And if we add to the 80 per cent of collegi- 
ate accounting majors not headed for pub- 
lic accounting the many students in pro- 
prietary accounting schools who take pri- 
vate accounting positions in industry and 
commerce, it is apparent that the recruit- 
ment competition which the profession ex- 
periences from business is rather over- 
whelming. Under these circumstances it is 
only natural that many schools should 
place the special needs of the profession 
in too low a category when considering 
curriculum and course content, qualifica- 
tions of teachers, and _preprofessional 
courses. And it should be remembered that 
schools of business, commerce, and ad- 
ministration are relatively young as com- 
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pared with other academic fields. This is 
emphasized in the pilot study recently 
made by Dean Richard Kozelka for the 
Standards Committee of the American 
Association of Collegiate Schools of Busi- 
ness, which surveys the many problems re- 
quiring consideration in any evaluation of 
the potential and the achievements of 
those schools. 


Present Quality of Accounting Education 


Taking as a whole the collegiate schools 
of business and others, there is the greatest 
diversity in educational methods and cur- 
ricula, as well as in standards of perform- 
ance. The Commission on C.P.A. Stand- 
ards can hardly hope to deal with these 
in detail; the primary responsibility should 
be left to the school authorities. But the 
Commission’s studies may point out the 
more apparent weaknesses from the point 
of view of preparation for the profession 
and may also lead to recommending wider 
adoption of some advantageous methods 
and policies not now being universally fol- 
lowed. It is to be hoped that some criteria 
of broader application might be developed 
for measuring the quality of schools, 
courses, and instruction as factors in sound 
professional training. The shortage of well- 
qualified instructors in accounting and the 
lack of well-conceived standards of compe- 
tence for such teachers have their bearing 
on the current feeling that much formal 
education for the profession falls short of the 
desirable. The difficulties are aggravated 
by the tendency in some places to a pro- 
liferation of specialized courses in narrower 
applications of accounting, which, while 
attributable to the current emphasis on 
direct vocational training, tend to crowd 
out adequate basic training in fundamen- 
tals essential to well-rounded preparation 
for public practice. This situation is not 
helped by official educational requirements 
which are too narrowly drawn and too 
rigidly administered to permit broad-gauge 
educators to develop sound fundamental 
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programs as they themselves conceive the 
needs of training in business administra- 
tion generally. All this of course does not 
mean that we could not name many schools 
and many teachers to which these stric- 
tures would not apply. By your presence 
here, you demonstrate your interest in the 
improvement of accounting education. 
However, we must think not only of your 
students, but of the many thousands of 
others who annually attempt the C.P.A. 
examination or apply for positions in the 
profession only to find that they are in- 
adequately prepared. Consequently, a 
program is needed which will effectively 
tend to strengthen the weaker schools. 


Need of Advance Screening of Candidates 


The educational institutions provide our 
best hope of establishing devices for sift- 
ing out in advance the many students who 
are innately unfitted for a successful pro- 
fessional career. Such screening should be- 
gin with the standards set for admission 
to the school or course. It may be that the 
special qualifications required for profes- 
sional work should be brought more forci- 
bly to the student’s attention and that the 
accounting aptitude and achievement tests 
combined with a stiffer standard of grad- 
ing should be used to help steer those with 
less than outstanding abilities away from 
the waste of time and effort involved in a 
fruitless endeavor to enter the professional 
field. The American Institute of Account- 
ants has embarked on a broad program to 
attract more promising youths towards an 
accounting career. It would be unfortunate 
if this were not accompanied by compara- 
ble effort to weed out the less promising 
before they have made irrevocable com- 
mitments. 


Content of Educational Preparation 

The preliminary thinking of the Com- 
mission regarding accounting education, 
which not unnaturally is in line with 
ideas already developed by your Standards 
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Rating Committee and the principles of 
curriculum building of the collegiate 
schools of business, is that the prospective 
professional accountant should receive 
formal education in three areas—first, a 
general cultural background which pre- 
pares him as a citizen to understand and 
live in his society; secondly, an under- 
standing of our economic system and how 
business is operated in its various aspects 
in some detail; and, finally, the special 
techniques of general accounting, tax ac- 
counting, auditing, and the practices and 
ethics of the professional field. All three 
of these areas compete in their importance 
as prerequisites for the C.P.A. who, as a 
professional man, is expected to have a 
character untarnished in his community, to 
be capable of advising executives at vary- 
ing levels in different types of business, 
and to exercise objective judgment in 
reaching and expressing unbiased technical 
opinions. Certainly we have passed the 
point where the state statute prescribing 
no more formal education than a high 
school diploma can be regarded as any- 
thing but ridiculously outmoded. And it is 
questionable whether any but the more 
brilliant students can be provided with 
adequate, balanced training in all these 
areas within the four college years leading 
to a bachelor’s degree. There is grave 
danger that the fields to be covered in a 
limited time are so substantial that some of 
them will be neglected to the detriment of 
a well-rounded result. 


Need of General Education 


Perhaps the greatest danger is that 
a tendency to cover the technical sub- 
jects in detail will crowd out the funda- 
mentally important programs of general 
education in liberal arts subjects. This is 
but one aspect of the larger educational 
controversy between the adherents of vo- 
cational, pragmatic aims and those defend- 
ing the broader cultural purposes of edu- 
cation. But success for the individual ac- 


countant and the value of his professional] 
service depend more than ever before on 
his breadth of viewpoint, on his under- 
standing of his fellow men and society, and 
on his imagination, humanism, and char- 
acter. While the fictional C.P.A. may be 
pictured as a mousy detector of arith- 
metic inaccuracies, in real life his advice 
and services are sought because of his un- 
derstanding of the intricate ways of our 
business society in many aspects. Attempt- 
ing to prepare students for such responsi- 
bilities of professional accounting by a 
proliferation of specialized technical ac- 
counting courses is to be deplored. Basic 
studies in general and tax accounting, in 
auditing and professional ethics, and in the 
background of business administration, 
such as the core areas, should of course be 
prescribed. Beyond this and beyond the 
requirements for general education, there 
should be room for some variety of elec- 
tives. Again, I have been speaking for 
myself, of course, and these remarks do 
not necessarily summarize the consensus 
of the Commission. 


Requirements Should Be Elastic 


However, if uniformity of educational 
requirements for the C.P.A. is ever to be 
achieved throughout all the state jurisdic- 
tions the prescriptions as to courses and 
curricula will have to be limited to essen- 
tial and basic matters. Otherwise the needs 
and problems peculiar to different parts of 
our country will not be met. Neither will 
educators long submit to complicated 
straight-jackets which restrict their free- 
dom to develop improved methods, ap- 
proaches, and curricula. It will be many 
years before entrance into the accounting 
profession will be limited to a single path- 
way and as yet there is no agreement as to 
just which pathway is to be preferred. 
Even if there could be such agreement it 
must be recognized that present facilities 
are inadequate to train the numbers re 
quired by the growing profession. Profes- 
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sional schools and post baccalaureate edu- 
cation may be developed to meet demands 
for improved training, but we shall doubt- 
less continue to rely for some period on 
presently available facilities and must en- 
deavor to set for them and help them to 
meet more adequate and better defined 
standards. 


Need of Business and Technical Education 


There are those who argue for the pro- 
fessional accounting school and from the 
long-range viewpoint it may be quite pos- 
sible that the particular qualifications of 
the C.P.A. will require such a training 
agency. However, the work of the C.P.A. 
is so closely integrated with that of the 
business administrator that it is difficult to 
see how the former’s training to be a tech- 
nical advisor of the latter can fail to deal 
to some extent with the core subjects of- 
fered in a good course in business adminis- 
tration. Over and above that, the C.P.A. 
needs study in the techniques of his special 
field together with the grounding in com- 
munication and professional ethics which 
is required of the professional consultant. 
This thinking points to the possibility that 
the prospective C.P.A. should not only 
take the course which now leads to a 
B.B.A. but should spend additional time 
in formal education to advance his techni- 
cal knowledge and his professional abili- 
ties. Some of this additional work is now 
available in noncollegiate accounting 
schools, and competent men are still en- 
tering the profession by supplementing a 
general arts college course with specialized 
instruction in such schools. Whether any 
of these schools will attain the role of a 
true professional school is open to ques- 
tion, but may be worth speculating about. 
It is hardly open to question that they 
still fill a present need, because the collegi- 
ate schools of business do not now provide 
the numbers needed to fill the ranks of the 
profession. 
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Demands on Schools Must Be Reasonable 


A problem of the collegiate schools of 
business is the number of special demands 
being made on them in various business 
areas. Not only are they looked to for 
training C.P.A.’s and business controllers, 
but investment analysts, management 
consultants, and insurance underwriters 
superimpose their needs on the demand of 
business corporations for men trained in 
specialized fields. The problems of curricu- 
lum and instruction presented to the 
schools of business by such varied calls 
cannot be laughed off, and the Commis- 
sion on Standards for C.P.A.’s recognizes 
that its short-term objectives must take this 
situation into account and that it should 
not propose requirements which the 
schools practically just cannot meet. And 
any long-term proposals looking towards 
ideal training for the public accounting 
profession must be made in the light of in- 
sight and vision as to the direction likely 
to be taken by the schools in the face of 
these increasingly varied vocational de- 
mands, 


School Accreditation 


Discussion of educational standards for 
the profession inevitably leads to deter- 
mination of whether the schools meet such 
standards and to the subject of accredita- 
tion, one which the Commission has found 
at the outset to be filled with headaches. 
Again the problem is complicated by the 
crying need of uniformity throughout the 
many jurisdictions. Those larger states, 
such as New York and New Jersey, which 
have published lists of approved schools, 
have set their own requirements, which 
may be sharply in contrast with each 
other and with the membership require- 
ments of the American Association of Col- 
legiate Schools of Business and indeed 
often in conflict with what educational 
administrators feel desirable. As a result 
there is some tendency for the schools to 
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take an attitude of “a plague upon all 
your houses.”” Accreditation for universi- 
ties has become a problem generally by 
reason of the number of accrediting agen- 
cies; a university with schools in different 
fields may be under examination by groups 
with multiple ideas and approaches. The 
business schools, whose students are being 
prepared for work in several areas of the 
business world, are particularly wary of 
new accrediting agencies and consequently 
are inclined to resist further invasion from 
another professional group. Nevertheless, 
the public interest in accounting, the pro- 
fessional nature of public accounting, and 
increasing reliance on educational prepara- 
tion by the boards of accountancy all 
point to the need for some practical, ra- 
tional scheme of school accreditation in 
which the profession, probably through 
the boards, should play a cooperating role. 
The State Boards, largely made up of 
practicing accountants, recognize for the 
most part that they are not in a position 
to take the lead in this function. On the 
other hand, they cannot be content to 
have no voice in setting standards based 
upon the needs of the profession as they 
see them from their familiarity with the 
practical calls on the C.P.A.’s services. 


Problems of Experience Requirements 


Because of the nature of your Associa- 
tion, the bulk of this report is devoted to 
matters concerned with formal educational 
preparation of the C.P.A. Traditionally 
and stemming from the British apprentice- 
ship system, practically all the state laws 
prescribe some requirement of practical 
experience in the professional field. So the 
Commission is also concerned with stand- 
ardization of experience requirements for 
the certificate and faces a number of ques- 
tions in this connection which are merely 
enumerated briefly. 

1. Is it necessary that any experience 
be required before a candidate shall be 
authorized to practice as a C.P.A.? In 


most of the other professions a man may 
be accredited to practice on the basis of 
his formal education, perhaps with some 
internship supervised by school authori- 
ties, but without any requirement of actual 
practice free of school supervision. Is 
there anything unique about the field of 
accounting which makes it more appro- 
priate that the beginner be exposed to 
actual practice before turning him loose to 
serve the public on his own? Many feel 
that the profession deals so largely in sum- 
marization and evaluation of masses of 
raw data that it is inefficient if not impos- 
sible in the classroom or in the accounting 
laboratory to give adequate training for 
practical work of this nature. In other 
words, certain of the areas do not provide 
teachable material. 

2. Can a system of internships under 
educational supervision advantageously 
take the place of present experience re- 
quirements? The internship method of 
giving practical training has generally 
proved successful to the limited extent 
that it has been used. There is considerable 
question, however, whether administrative 
difficulties can be solved and whether fa- 
cilities are adequate to make it feasible to 
adopt such a plan for all entrants to the 
profession. 

3. If it be decided that an experience 
prerequisite is desirable and should be 
continued, what shall be the extent of the 
requirement and how shall its quality be 
evaluated? Clearly some types of practical 
experience have far greater training value 
than others. Can it be said that all work 
on accounting records gives the beginner 
that familiarity with the material which 
he needs, so that it is sufficient to express 
the requirement in terms of time? Or 
should the accountancy boards seek re- 
ports of the actual nature of work per- 
formed and attempt to judge of its ade- 
quacy for the purpose of issuing a certifi- 
cate? 

4. Must the boards insist that recog- 
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nized experience be only in public practice 
under the supervision of a C.P.A., or 
should some value be placed on accounting 
work for private corporations, govern- 
mental accounting service, or teaching in 
the accounting field? There is pressure to 
allow credit for work in each of these fields. 
Again the proper answer can be found only 
in the nature and quality of the particular 
experience. 

5. To what extent should it be recog- 
nized that extended formal education may 
be a substitute for practical experience 
and vice versa? Studies of examination re- 
sults indicate that extensions of both edu- 
cation and experience produce favorable 
factors, and proposals have been made 
that there should be room for some substi- 
tution of one for the other in setting pre- 
requisites for the certificate. 


The C.P.A. Examination 


Since the Commission is concerned pri- 
marily with uniformity of standards, the 
C.P.A. examination which has now been 
adopted by all jurisdictions in this country 
may be said to be a subject of secondary 
importance to the Commission. Any im- 
provement or standardization of educa- 
tional or experience training for the pro- 
fession, however, is bound to lead to some 
consideration of the level and content of 
the written examinations. It has been said 
that the examination is now being con- 
ducted in a vacuum because there is no 
consensus as to what knowledge and skills 
the candidate should have acquired 
through schooling and experience. If that 
vacuum can be filled by a recognized and 
well-defined statement of requirements for 
practice, the examination should be in- 
tegrated with such requirements and it 
might well be that appropriate changes 
would ensue. For instance, should it be 
generally accepted that some schooling in 
the core subjects of a rounded course in 
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business administration is an educational 
prerequisite for the certificate, it might be 
desirable that the scope of the uniform 
written examination be expanded beyond 
the present accounting subjects and busi- 
ness law. Consideration should also be 
given to possibilities of using a preliminary 
examination for advance screening as is 
done in England and to suggestions that 
the examinations be taken in two parts, 
one on completion of academic work and a 
second after a period of practical experi- 
ence. Resolution of these questions in turn 
awaits further advance in the study of 
what knowledge and skills are needed and 
how they may most effectively be devel- 
oped, whether in school or by practice. 


GOAL OF THE COMMISSION 


The extent of the problems requiring 
consideration by the Commission is greater 
than some of us could envision in advance. 
They involve so many different individual 
points of view that one may doubt the pos- 
sibility of reaching general accord as to 
their solution. We are still hopeful that 
fundamental differences will be reconcil- 
able and that substantial agreement may 
be found as to the general picture of an 
ideal program of training. The aim there- 
fore is a report, bearing the stamp of ap- 
proval of the members of the Commission 
despite their varied backgrounds, which 
will provide a goal for the not-too-distant 
future towards which the different states 
may gradually approach. Further it is 
hoped that practical suggestions may be 
included, as to ways in which improve- 
ments may be implemented in the nearer 
future which are consistent with that goal. 
The history of the profession has been one 
of steadily mounting standards and we can 
be confident that its efforts to make them 
more rational will not be likely to reduce 
them to a lower level. 
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CONSOLIDATED FINANCIAL 
STATEMENTS 


SUPPLEMENTARY STATEMENT NO. 7 


COMMITTEE ON CONCEPTS AND STANDARDS 


dy of the concrete meaning of ‘‘busi- 

ness entity,’’ the Committee on Con- 
cepts and Standards has selected the area 
of consolidated financial statements as one 
of importance. 


[’ CONNECTION with its continuing stu- 


BASIC PRINCIPLES OF CONSOLIDATED 
FINANCIAL STATEMENTS 


1. In the absence of special circum- 
stances, consolidated statements are use- 
ful representations of financial position 
and results of operations when a dominant 
central financial interest in two or more 
companies exists and is accompanied by 
administrative control of their activities 
and resources. 

2. Insofar as practicable, the consoli- 
dated data should reflect the underlying 
assumption that they represent the opera- 
tions, resources, and equities of a single 
entity. 

The first principle is a statement of pol- 
icy, of objective, defining broadly the en- 
tity or area of consolidation; the second 
principle sets forth a general guide to the 
procedures of consolidation. 


DISCUSSION OF FIRST PRINCIPLE 


(a) During the past half-century, con- 
solidated statements have constituted an 
increasing proportion of the published 
financial reports of American corporations. 
Furthermore, the tendency to present 
consolidated statements alone, unaccom- 
panied by the separate statements of con- 
stituent companies, has increased. These 
trends strongly imply that the consolidated 
statements are more useful than the sep- 
arate statements, and may now be primary 


rather than secondary or supplemental, 
Under some circumstances, however, the 
separate statements of the constituent 
units are of consequence and should be 
published. 

Because the investors in the parent com- 
pany are usually the ones with a continu- 
ing interest in the operations of the affili- 
ated companies as a group, consolidated 
financial statements are of primary signifi- 
cance to them, rather than to the minority 
investors in any subsidiary. While the lat- 
ter group may find use for consolidated 
statements, their primary concern is with 
the financial statements of the separate 
corporations in which they have financial 
interests. 

The essential unity of the group of af- 
filiated companies is most apparent when 
all the outstanding capital stock of each 
subsidiary is completely owned by the par- 
ent company, when no subsidiary has any 
significant funded debt, and when each 
subsidiary is operated as if it were a de- 
partment or division of the parent. In 
those cases where important outside finan- 
cial interests exist (e.g., preferred stocks, 
funded debt, minority interest in common 
stocks), it is necessary to determine if a 
“dominant central financial interest” ex- 
ists, and if this dominant interest has 
“administrative control” of the activities 
and resources of all affiliates. 

(b) The existence of a “dominant cen- 
tral financial interest” is a quality, a con- 
dition. Usually the presence of this interest 
is clear-cut and recognizable. When, how- 
ever, its existence is not obvious its evalua- 
tion involves consideration of the amount 
and type of share ownership among affiili- 
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ates, representation on the board of direc- 
tors, restrictive clauses in bond and share 
contracts, restrictive legislation, etc. Own- 
ership of a substantial percentage of voting 
shares is ordinarily prerequisite to the 
existence of such interest, but, taken alone, 
share ownership may not in specific cases 
be sufficient for its establishment and con- 
tinuance. Furthermore, a group of com- 
panies may be interrelated in a manner 
such that no one company or other finan- 
cial interest stands out as dominant. In 
these circumstances, consolidation may 
not be useful. In most cases, however, 
ownership of a majority of the voting 
shares outstanding is sufficient to establish 
a prima facie case that a dominant central 
financial interest exists. 

The first principle covers the conven- 
tional case of a central financial interest 
based primarily on share ownership by a 
parent company, as well as the case of 
ownership by a group which has identical 
proportionate interests in several enter- 
prises, incorporated or unincorporated. 
The preparation of combined financial 
statements in the latter case is not being 
urged; instead, the point is being made 
that the principle enunciated above is 
broad enough to encompass extension of 
current practice when, as, and if an exten- 
sion would accomplish some useful pur- 
pose. 
(c) “Administrative control” is also a 
quality or condition, referring to the actual 
integration and direction of the activities 
of the affiliates. Administrative control 
implies that each constituent unit is oper- 
ated as if it were a department or branch 
of a larger entity. An affiliate, to be in- 
cluded in consolidation, must ordinarily 
manufacture a product or perform a func- 
tion or render a service which contributes 
directly to the activities in which the over- 
all enterprise is primarily engaged. Con- 
solidated statements are useful representa- 
tions when integration of the productive 
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and distributive processes is accomplished 
through the interrelated activities of the 
parent company and its subsidiaries. In 
some instances, the activities of an enter- 
prise may be so extensively integrated that 
a subsidiary is performing a function, such 
as a finance or insurance function, which 
extends beyond the ordinary productive 
and distributive processes. A subsidiary 
of this type may be excluded from consoli- 
dation in order to avoid the commingling 
of dissimilar assets and sources of income. 
In view, however, of the marked trend 
toward diversification of activities on the 
part of American businesses, care should 
be exercised in the use of the “primary 
activity” of the enterprise as a criterion of 
inclusion or exclusion. 

(d) Some examples of cases in which it 
may be desirable to exclude a subsidiary 
from consolidation are listed below: 

(1) The control by the parent com- 
pany is likely to be temporary, or is limited 
by legal restrictions. 

(2) A relatively large amount of non- 
voting common stock or of preferred stock 
is held by the minority interest, with the 
result that a dominant central financial 
interest does not exist. 

(3) The balance sheet dates of the 
affiliates do not fall within a reasonably 
short period of time. If a central financial 
interest and administrative control exist, 
the balance-sheet dates should, if possible, 
be made compatible in order to permit in- 
clusion of the affiliates in the consolidated 
statements. 

(4) With disturbed conditions in for- 
eign countries, which may take the form 
of exchange restrictions or unstable politi- 
cal or economic conditions, it may be de- 
sirable to omit some or all foreign subsi- 
diaries from consolidation. In any case, 
appropriate disclosure of the results of 
foreign operations and of their status in 
the consolidated statements should be 
made. 
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(e) If a majority-owned affiliate is 
omitted from consolidation, reasons for 
the exclusion should be given. The ex- 
planation would refer, for example, to 
administrative control which is incomplete 
for some specifically stated reason or law, 
custom, or economic condition which dic- 
tates that the operations of the excluded 
unit must be carried on by a separate com- 
pany and cannot be integrated with those 
of its affiliates. Where the excluded com- 
pany is significant in size or other aspect, 
appropriate disclosure should be made of 
the parent’s share of (1) the subsidiary’s 
profits or losses for the current accounting 
period, (2) the dividends declared by the 
subsidiary during such period, and (3) the 
subsidiary’s undistributed earnings from 
date of acquisition. Under these circum- 
stances, a strong presumption exists that 
separate statements of the subsidiary 
would accompany the consolidated state- 
ments. 

(f) Published statements should dis- 
close the principles of consolidation actual- 
ly followed. Such disclosure is particularly 
important at the present time because of 
the diversity of rules and standards in cur- 
rent use. 


DISCUSSION OF SECOND PRINCIPLE 


(a) Intercompany pairs of accounts, re- 
ciprocal in nature, are to be eliminated. 
This second principle stems from -the de- 
sirability of avoiding double-counting and 
of eliminating the portion of any profit re- 
corded on intercompany transactions that 
is unrealized, at the balance-sheet date, 
from the point of view of the affiliated 
group as an entity. 

Among the types of intercompany pairs 
of accounts which are eliminated to avoid 
double-counting are receivable-payable ac- 
counts, revenue-expense accounts, bonds 
and other long-term debt held intercom- 
pany, shares of capital stock held inter- 
company, and dividends on shares of 


stock held intercompany. 

(b) In the elimination of shares of 
stock held intercompany, the following 
points are of special importance: 

(1) The difference between the price 
paid and the underlying book value of the 
interest acquired should be disposed of ac- 
cording to the reasons for its existence. 
For example, if specific assets of a subsidi- 
ary are undervalued or overvalued, they 
should, in consolidation, be restated to 
conform to the level employed in arriving 
at the price for the shares; if the shares 
were acquired by an exchange of securities, 
the possible existence of premium or dis- 
count on the securities issued for the shares 
should be investigated; if the acquiring 
company has paid for the shares partly 
on the basis of a previously unrecorded in- 
tangible, an appropriate asset, properly 
described, should be introduced into the 
consolidated financial statements. 

(2) Consolidated retained earnings 
consist of the retained earnings of the par- 
ent, or controlling interest, plus the por- 
tion, or portions, of subsidiary-company 
earnings accumulated subsequent to the 
date or successive dates of acquisition, 
and attributable to the shares making up 
the controlling interest. 

(3) Shares of the controlling com- 
pany’s capital stock owned by a subsidi- 
ary before the date of acquisition of con- 
trol should be treated in consolidation as 
treasury stock. Any subsequent acquisi- 
tion or sale by a subsidiary should like- 
wise be treated in the consolidated state- 
ments as though it had been the act of the 
controlling company. 

(c) In the consolidated financial state- 
ments, no gain or loss should be recog- 
nized as the result of transactions among 
affiliates. From a combined point of view, 
these transactions result merely in a shift 
of assets from one department or branch 
to another department or branch of the 
same entity. Therefore: 
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(1) The elimination of intercompany 
markups in assets should be complete, ir- 
respective of the presence or absence of an 
outside (minority) interest. This procedure 
is necessary to insure a cost basis which, 
properly, should not be affected by the 
pattern of share ownership. 

(2) The amount of intercompany 
markup to be eliminated is the intercom- 
pany gross margin, reduced by any inven- 
toriable costs incurred in the movement of 
the goods from one affiliate to another. 

(3) The intercompany gain to be 
eliminated from assets logically is applied 
in consolidation as a reduction of the in- 
come or retained earnings of the affiliates 
that have recorded the gain. If any such 
affiliate is a subsidiary with a minority 
interest, the per share equity of that inter- 
est is thus reduced, in the consolidated 
statements, in the same manner and in the 
same proportionate amount as the con- 
trolling interest. The practice of reflecting 
a minority interest’s share of unrealized 
intercompany profit as if realized, while 
widely accepted, conflicts with the under- 


Consolidated Financial Statements 197 


lying purpose of consolidated financial 
statements as herein contemplated, name- 
ly, to reflect the activities of a group of 
companies as though they constituted a 
single unit. 


Statements of the Committee on Accounting 
Concepts and Standards represent the reasoned 
judgment of at least two-thirds of its members. 
They are not official pronouncements of the 
American Accounting Association or of its 
Executive Committee. 

They shall not necessarily be viewed as stating 
rules of recurrent professional conduct. or proce- 
dure. Rather, they state objectives in the develop- 
ment of accounting principles. Some are intended 
to have immediate applicability, while others 
forecast the general direction in which accounting 
may develop. 

Committee on Accounting Concepts 
and Standards 
1954 
Thomas M. Hill, Chairman 
Robert L. Dixon 
Robert K. Mautz 
Stewart Y. McMullen 
Maurice. Moonitz 
Weldon Powell 
Erlind H. Thorsteinson 
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LIMITATIONS ON 


THE USEFULNESS 


OF PRICE LEVEL ADJUSTMENTS* 


James L. 
Professor, Columbia University 


HAVE taken the title of this paper as it 
I was given to me, but I would point out 

at the outset that there are various 
limitations on the significance of any 
statement of income or financial position. 
Therefore, the general problem that faces 
accounting is one of minimizing limita- 
tions. The first step in this direction is to 
recognize that the objective cannot be at- 
tained in a single figure described as “‘net 
income” or “net monetary income” or 
described as “net worth” or “equity” or 
“net monetary investment,” as the case 
may be. In addition, the limitations I am 
asked to discuss must be considered in 
their relation to other limitations, particu- 
larly the limitation imposed by the funda- 
mental accounting postulate of perma- 
nence. This postulate precludes the possi- 
bility of making a balance sheet a state- 
ment of net worth, and makes net worth 
dependent on future income rather than 
past income being dependent on changes 
in net worth. Any useful discussion of the 
subject of this paper must, therefore, be a 
study of comparative rather than absolute 
limitations. Finally, I propose to deal with 
what I prefer to call “purchasing power 
measurements” in accounting (rather than 
adjustments) with particular reference to 
the proposition, advanced by the Study 
Group on Business Income, that the meas- 
urement of business revenues and the 
charges against those revenues, be made in 


AutnHor’s Note: In the writing of this paper I have 
had the benefit of extensive consultation with Mr. 
George O. May, and I am very grateful to him for many 
suggestions. 

* This paper was presented at the Annual Meeting 
of the American Accounting Association at the Uni- 
versity of Illinois, September 1, 1954. 
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units of “substantially the same purchas- 
ing power.’ 


BASIC CONSIDERATIONS 


When we talk about purchasing power 
measurements in accounting, there are 
several important matters which should be 
kept in mind. On the basis of my observa- 
tion, over the years, of the role of account- 
ing in the administration of business, and 
in the administration of the economy, I 
emphasize the following eight points: 

1. Accounting is, or at least should be, 
the most important single source of data 
upon which to base an understanding, not 
only of the business enterprise, but of the 
economy in which we live. And this un- 
derstanding becomes daily more and more 
important and at the same time more dif- 
ficult. 

2. Despite this fact, and despite many 
noteworthy developments in accounting, 
accountants as a class are not as influential 
in the community or as persuasive as they 
should be. It should, therefore, be our con- 
stant aim, in whatever we do, to promote 
the social effectiveness of the accountant. 

3. There is a widespread lack of under- 
standing, or even a misunderstanding, of 
accounting. This condition exists generally 
and, what is perhaps more important, it 
exists in high places and in accounting it- 
self. Basically, the idea prevails that ac- 
counting is historical record-keeping under 
a double-entry system, in which the finan- 
cial statements, balance sheet, and income 
statement are said to be “the goal of ac- 
counting.’”’ Because of this idea there is a 
general failure to appreciate the account- 
ing functions of reporting and interpreta- 
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tion, and the various uses and necessities 
of accounting data in management. Our 
inadequate terminology, and our lack of 
frank recognition of the limitations on the 
validity of our underlying assumptions, 
has, I think, something to do with this 
condition.” In whatever we undertake we 
should be extremely careful to promote, 
rather than to diminish the understanding 
of accounting. 

4. There has never been, in accounting 
or in economics generally, an adequate 
realization of the differences between ac- 
counting and statistics. The statistician is 
in a sense a speculator—in his processes of 
measurement he enjoys something of the 
freedom of the bird.* He studies “‘trends”’ 
and “‘correlations’” and frequently comes 
up with happy catch phrases that deceive 
the mind by pleasing the ear. It was a sta- 
tistician, I believe, who once correlated 
business cycles with the changes in the 
spots on the sun. Accounting, on the other 
hand, involves a measure of accuracy and 
proof, and something in the way of objec- 
tivity and verifiability. These things may 
not and should not be ignored even if they 
result in jibes that accounting is essentially 
“pedestrian.” The pedestrian, it should be 
observed, has his feet on the ground. 

5. With income taxes and price regula- 
tion what they are, it is difficult to make 
progress in developing and implementing a 
concept of business income unless the laws 
with respect to income tax and price regu- 
lation are changed at the same time and 
in the same direction. In the case of some 
proposed accounting changes, the income- 
tax law ought to be the first line of attack. 

6. Over the years we have worried a 
good deal about business cycles and price 
level in connection with inventories. In 
addition to base stock, cost or market 
(whichever is lower), and Lifo, we have 
finally come to the use of index numbers, 
at least in the case of department stores. 
There is in the inventory area a clear rec- 
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ognition in the formal accounts of purchas- 
ing power measurements, and I suggest 
that there is a substantial similarity in the 
problems of accounting for fixed assets. 
What is good in one place ought to be good 
in the other. 

7. There seems to be an increasing use 
of, and reliance on the rate of return on 
investment for various purposes. As a re- 
sult, care in the measurement of business 
investment has become a most important 
consideration. The shift in emphasis from 
the balance sheet to the income statement 
has led us to ignore somewhat this aspect 
of balance sheet preparation. 

8. Finally, the test of what we do in 
accounting must always be the serving of 
a broadly useful purpose.‘ 

These points may seem to be somewhat 
disjointed but their relevancy will become 
apparent as we move along. 


ECONOMIC FEARS 


In recent years we have developed two 
basic economic fears: 

1. The fear of inflation. Inflation was 
brought vividly to our attention during the 
German experience of the early twenties, 
and those of us who think its impact on 
accounting is sometihing new or recent 
should be reminded of Sweeney and his 
pioneer work in Stabilized Accounting. 

2. The fear of deflation. Deflation was 
brought vividly to our attention in the 
early thirties with mass unemployment, 
and it now harasses us whenever there is a 
lull in the upward movement of prices. But 
in view of our rapid growth and the adop- 
tion of such governmental policies as full 
employment, most authorities now believe 
that periods of deflation will, in the long 
run, be offset and absorbed in an upward 
movement of prices. 

It is to be noticed that both of these 
fears involve concern about the purchasing 
power of the dollar, although, as I shall 
show presently, our greater concern, in 
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accounting measurements, should be the 
dollar’s lack of monetary stability. 


THE STABILITY OF THE DOLLAR 


In dealing with inflation and deflation, 
attention has been directed to what we 
call the changing purchasing power of the 
dollar, or the shifting of the price level. 
And in the face of the fact that everyone 
realizes that a dollar doesn’t buy what it 
used to, accountants are accused of “‘ignor- 
ing” changes in price level under some sort 
of postulate or convention described as the 
“postulate of the stable dollar.’* As a re- 
sult, it is suggested, business income is 
badly overstated. I think it should be 
emphasized at this point that as thus 
baldly stated, there is no such postulate or 
convention, except perhaps as to the make- 
up of the formal accounts, and that no 
accountant worthy of the name ignores 
price level. He may not attempt to measure 
it in his formal accounts (except perhaps as 
to inventory) but he realizes as well as any- 
one the necessity of considering price level 
in the interpretation of accounting data 
and its use in administration. While the 
measurement of inflation has not (except 
as noted) been brought into the formal 
accounts, I have no doubt whatever that 
management in using accounting data in 
connection with its price and other policies 
has given full consideration to the price 
level. And what is more important, if it is 
brought into the formal accounts the latter 
will not have any less need for interpreta- 
tion. 

In dealing with these complaints as to 
the inadequacy of accounting, it is im- 
portant at this point to distinguish be- 
tween the purchasing power of the dollar 
and the stability of the dollar. An appealing 
argument may be made for refinements of 
the crude use of the dollar as a standard of 
measurement—refinements deemed essen- 
tial because of variations in that standard, 
and because of the simple requirement that 


all dollars in a given computation be of the 
same magnitude. But very few people so 
far have seen the important difference be- 
tween stability and purchasing power. The 
General Electric Company asserts that the 
price of a 60-watt bulb was reduced from 
45¢ in 1920 to 12¢ in 1950; it is clear that 
the reduction was brought about by fac- 
tors in operation which had little to do 
with the stability of the dollar. General 
Electric attributes the decline to increased 
efficiency and to the new productive tech- 
niques (such as high-speed machinery) 
which brought about improved quality 
and light-giving capacity, as well as lower 
price. During the same period other im- 
portant factors were in operation which 
resulted in higher prices generally for the 
same or nearly identical commodities. In 
short, what we call purchasing power is, in 
fact, the combined result of what may be 
termed monetary factors such as price of 
gold, the amount of money in circulation, 
controlled interest and rediscount rates, 
governmental debt, etc. (which affect 
stability) and non-monetary factors such 
as technology, governmental policies (non- 
monetary), climatic conditions, education, 
etc. (which have little to do with stability). 
And unfortunately, the effects of the two 
classes of factors cannot be separated al- 
though, to be sure, prices are read gener- 
ally in the light of the American way of 
price reduction through technological ad- 
vance. As a result, corrections for price level 
changes will erase from the accounts not only 
the effects of the instability of the dollar but 
other things which should not be erased. 


PRICE INDICES 


The device known as index numbers is 
in itself beyond any reproach. It is a simple 
and useful method of providing for com- 
parison of successive performances with a 
base standard and with each other. But 
where the index number method is applied 
to prices it suffers because of the inac- 


: pl 
ay 
0 
fl 
Pp 
lu 
T 
Pp 
q 
0 
Ci 
el 
d 
fc 
ti 
Pp 
P 
F 
Si 
a 
n 
i 
0 
t 
is 
P 
‘ if 
} Cc 


curacies and lack of comparability of the 
price measurements which are indexed. 

Price indices are like oysters. When first 
seen, the thought of eating any oyster is 
apt to be revolting. By persistence, how- 
ever, one may become an oyster addict. 
One may even come to believe that the 
flesh of the oyster has certain youth-giving 
properties—a belief which is wholly il- 
lusionary. And so it is with price indices. 
The weaknesses of price measurements are 
or should be known to all.’ But once the 
price index is computed it is used, fre- 
quently in a hell-bent sort of spirit, with- 
out further concern as to its dubious 
character. This is not an unusual phenom- 
enon. Mr. Justice Holmes found this same 
difficulty in the law. “It is one of the mis- 
fortunes of the law that ideas become en- 
cysted in phrases and thereafter for a long 
time cease to provoke further analysis.’’* I 
suggest that before entering this statistical 
paradise, one may well take heed from the 
President’s chief economic adviser, Arthur 
F. Burns, when he says, “Subtle under- 
standing of economic change comes from 
a knowledge of history and large affairs, 
not from statistics or their processing alone 
—to which our disturbed age has turned 
so eagerly in its quest for certainty.” It is 
indeed amazing how we make the roughest 
of approximations and how quickly and 
readily we come to use these approxima- 
tions as if they were gospel. Particularly 
is this true if the statistics in question are 
prepared by a government bureau.® 

The general price index, or any one of 
its broad subdivisions, is admittedly no 
more than a very general indication of 
what “package” of goods and services a 
given quantity of money will buy under 
certain conditions of time and place. The 
“package” is or may be put up in a great 
variety of ways, and many possible dif- 
ferences in results are minimized by simply 
ignoring lack of comparability. Thus the 
consumer price index, 1939-53, moved 
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from 100 to 190, but the food content of 
that index moved from 100 to 240, ap- 
parel from 100 to 200, transportation from 
100 to 190, medical care from 100 to 170, 
and rent from 100 to 140.’° Further varia- 
tions would be encountered if changes 
were made in the content of the “pack- 
ages” or the place or surrounding cir- 
cumstances of the price occurrence. The 
price index is at its best when used in a 
relatively narrow area, particularly in the 
area of commodities where the price of 
substantially the same thing can be com- 
pared from time to time. It is less signif- 
icant when used broadly for such things as 
manufactured products or construction 
costs which vary from time to time as a 
result of technological or other changes. 
In any event, as I have already pointed 
out, the price index blends indiscrimi- 
nately the effect of monetary factors with 
such factors as output, technology, wage 
bargaining, etc. 

Beyond all this the attempt to introduce 
price indices into accounting on a com- 
prehensive basis, gives rise to an unfortu- 
nate but inherent difficulty. The current 
financial statements must always be stated 
in terms of current dollars. That is the only 
way in which all items in those statements 
can be stated usefully in terms of the 
same dollar. Thus the base of 100 in the 
year 1954 must represent 1954 dollars, 
and if comparison is to be made with prior 
years, those years must be restated in 
terms of 1954 dollars. If, in the year 1955, 
the year 1954 is used as a basis of com- 
parison, it (1954) must be restated in terms 
of 1955 dollars. If 1954 is used as a basis of 
comparison for the next five years we will 
have finally six sets of figures for 1954, 7.e., 
it will be restated five times. To put the 
matter another way, in accounting the 
base (100) must be changed every year. 

The use of price index numbers there- 
fore needs to be accompanied by a very 
sincere spirit of humility in which the 
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user carries the burden of proof that the 
use of the index number, despite its weak- 
nesses, will improve what we now have. 


THE ACCOUNTING PROBLEM 


It is the fact of inflation, I think, which 
has led us to a reconsideration of the basic 
accounting problem of formulating and 
applying a useful concept of business in- 
come. In this connection I have no hesi- 
tancy in rejecting such theories as the one 
that income is what one can spend during 
a period and be as well off at the the end of 
the period as at the beginning, or that in- 
come is the discounted value of future in- 
flows, or that income may be determined by 
change in “value,” etc. On a practical 
basis, I think we all start from the same 
place in regarding business income as 
essentially an increase in capital. But be- 
yond that there is great difference of opin- 
ion. How is capital (or the increase) to be 
measured? In historical dollars? In equated 
dollars? As a matter of productive capac- 
ity? Of competitive capacity? Or must we 
get into “real’’ value? “Real” investment? 
Change of ‘‘value”’?™ These are the various 
facets of the problem upon which such 
organizations as the American Accounting 
Association, the American Institute of 
Accountants, the Committee on Business 
‘Income, and other organizations have 
made their attack. 

On asomewhat more concrete and specif- 
ic basis the problem may be delimited and 
treated as involving (a) determination of 
the cost of goods delivered to customers, 
(b) determination of the cost of utilization 
of long-term assets, and (c) measurement 
for administrative and other purposes of 
return on capital investment. 


THE POSSIBILITIES 


What then should we as accountants do 
with respect to the phenomena of inflation 
and deflation? 

The three general lines of approach to 


the purschasing power problem in account- 
ing have been ably set forth by our chair- 
man.” The first is disclosure by footnote 
or by other comment in connection with 
the usual financial statements. I under- 
stand this suggestion as one which keeps 
measurement of purchasing power changes 
out of the formal accounts and makes it 
solely a matter of interpretation. There is, 
therefore, no inhibition on the considera- 
tion of price level; in fact, the study and 
use of appropriate price level data is en- 
couraged. It is in substance the position of 
the Committee on Accounting Procedure 
of the American Institute of Accountants, 
as indicated in Research Bulletin 43, p. 
67. It should be noted that as originally 
published in Research Bulletin 33, only 
one member of the Committee did not vote 
and only one member as much as qualified 
his vote; in a subsequent press release four 
members dissented; in the restatement of 
Bulletin 43, six members dissented.“ 

The second suggestion is in substance 
that of the Income Study Group and Mr. 
George O. May, which I think contem- 
plates a movement, in time at least, in the 
direction of incorporating measurements in 
terms of current dollars in the formal ac- 
counts, with a separate showing of the 
differences between historical and current 
dollars. I think it fair to say that in taking 
this position the group was concerned 
basically with or had in mind the account- 
ing for inventories and fixed assets." 

The third suggestion, that of the 
American Accounting Association’s Com- 
mittee on Concept and Standards, and 
particularly that of Prof. Ralph C. Jones 
and his associates, involves comprehen- 
sive “supplementary” financial statements 
in which all items are stated or remeasured 
in current dollars. 

It seems to me that the time has come 
for a departure from the first position. In- 
deed, a departure has already been made 
with respect to inventories. I believe further 
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that the proposed departure of the third 
position is far too great and too radical. 
What is there referred to as “supplemen- 
tary” becomes “alternative” and, as the 
reader takes his choice, the understanding 
of accounting vanishes in a cloud of dust. 
As a matter of fact, I do not believe that 
the procedure is generally feasible, having 
in mind its complexities and the talents 
available for its application, or that it will 
fnd general acceptance. Finally, this 
suggestion savors too much of the old and 
now-discredited practice of having two or 
more sets of accounts. I therefore like the 
second suggestion, 7.e., that of remeasuring 
cost of sales and depreciation. I adopt this 
suggestion under the conviction that de- 
spite the shortcomings of price indices, the 
results will be more useful than what we 
now have. In the final analysis I think that, 
given enough inflation, we would all agree 
on purchasing power measurements. The 
question is therefore what is enough infla- 
tion? 


A Modest Proposal 


The purchasing power problem has 
probably been more widely discussed than 
any other accounting problem and the 
mass of ideas, formulae, and conflicting 
views which have appeared in print is 
literally staggering. What shall we as ac- 
countants do about it? Having in mind the 
necessities of improving the understanding 
of accounts, of simplicity, of practicability 
or ease of application, of usefulness to all 
concerned, and the necessity of general 
acceptance, I suggest the following modest 
program: 

1. I would at this time confine my ef- 
forts to two items and two alone—the in- 
ventories and the fixed assets. 

2. As to inventories I would modify the 
method of Lifo (a) by using current pur- 
chase cost as a substitute for the most re- 
cent historical cost in computing the cost 
of sales and (b) by treating the difference 
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between historical cost and current pur- 
chase cost as a special capital remeasure- 
ment in the proprietary section of the 
balance sheet. The reasons for so treating 
the difference between historical and cur- 
rent cost will be dealt with below. 

3. In the accounting for fixed assets, I 
would concentrate on the concept of 
depreciation as a cost of utilization and dis- 
miss from consideration at this point all 
ideas of maintaining capital, providing 
funds, making replacements, etc., which 
are separate problems. The first step in 
determining that “cost of utilization” 
should be to allocate historical cost over 
useful! life, and I suggest here that straight- 
line be abandoned in favor of some sort of 
diminishing balance method.’*I think there 
is already a decided movement in this 
direction in connection with taxes and 
other matters. 

4, I would amend the Internal Revenue 
Code (and generally-accepted accounting 
principles) to permit the annual deduction 
for exhaustion, wear and tear to be com- 
puted by converting the historical cost 
allocation (as set forth in paragraph 3) to 
current cost by the application of a general 
price index.!” The annual deductions under 
this proposal are shown in Exhibit A, 
which assumes an annual price level in- 
crease of 5%. Over the 10-year life of the 
machine in question the deductions would 
aggregate $225 in excess of historical cost. 
The theory of this procedure is that the 
annual deductions thus computed repre- 
sent simply a more accurate measurement 
of the cost in each year of what was used in 
that year. 

5. I would further amend the Internal 
Revenue Code (and generally-accepted ac- 
counting principles) to provide that the 
basis for computing gain or loss on sale or 
other disposition of fixed assets by a con- 
tinuing business enterprise would be his- 
torical cost, except that at the beginning 
of each year the then balance of unre- 
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EXHIBIT A 
FIXED ASSETS 
REMEASUREMENTS IN THE EVENT OF A RISING PRICE LEVEL 
Current Amount Amount Remeasured — 
Added to Unrecovered 
Depre- Investment  Cost— 
ciation h(d—iof End of 


Unrecovered 
Cost- 
Historical 


Restated Historical Price Level Added to 
basis 
d 


Depre- 
ciation 


Depre- 
ciation 


$1,000 
900 


300 
200 
100 


g preceding Year 
(f—e) 


Accrued Depreciation at end 
Capital Remeasurement 


Norte: The short period of 10 years is used for convenience in presentation. Attention is directed to the fact that 
the problem is more important in the case of the longer-lived assets. 


covered costs would be increased by the 
change in the index of price level. There 
would, of course, be a deduction for the 
accrued depreciation to date as determined 
in paragraph 4 above. As indicated in 
Exhibit A this would result in the addi- 
tion of $225 to asset account over the life- 
time of the machine, while proprietary 
capital would be increased by the remeas- 
urement. This procedure requires a word 
of explanation. Various arguments are 
made with respect to accounting for the 
“increase” in the depreciation charge as 
set forth in paragraph 4 above. It is of the 
utmost importance to keep in mind that 
the increased deduction is justified solely 
as a better measure of the cost of what was 
utilized. This being the case, we need no 
tedious arguments about “realized” or 
“unrealized” gains or losses, or about 
“revaluation” surplus,’* or about the 
“true” nature of the increment, whether 
“monetary or real,” or about the time of 
“accrual.’’ Under the go ng concern con- 
cept we are not generally concerned with 
“value” in any event and we are not con- 
cerned with it here.’® Under-ny suggestion 
the remeasured cost and accrued deprecia- 


tion are equal at the end of the machine’s 
existence. The addition of $225 is credited 
as a remeasurement of proprietary capital 
but it would not be regarded as ‘“‘earned,” 

6. The procedures would, of course, be 
in reverse where the price level goes down. 


1 Changing Concepts of Business Income, p. 105. The 
MacMillan Company, 1952. 

2 In the field of law Mr. Justice Holmes has said, 
“The whole outline of the law, as it stands today, is the 
resultant of a conflict of logic and good sense—the one 
striving to carry fictions out to consistent results, the 
other restraining and at last overcoming that effort when 
the results become too adequately unjust.” Collected 
Legal Papers, p. 101. We should be equally frank in 
dealing with accounting procedures. 

3In Monograph 12 issued by the Temporary Na- 
tional Economic Committee, an attempt to “reconcile” 
the net assets of American corporations between 1909 
and 1937, as reported in the income tax returns, showed 
a discrepancy of some 66 billions of dollars. From this 
it was concluded that corporate income was under- 
stated by at least a billion dollars a year. 

4 Again in the field of law, Mr. Justice Holmes has 
said, “The real justification of a rule of law, if there be 
one, is that it helps to bring about a social end which we 
desire.” Collected Legal Papers, p. 238. 

5 In Supplementary Statement No. 2, for instance, 
there is said to be a “convention” to this effect. 

6 See Edwards, “Depreciation Policy Under Chang- 
ing Price Levels,” AccouNTING REviEw, April 1914, p. 
267. The author attempts a distinction between what 
he calls “monetary” and “real” segments in the change 
in price level, but this difference is 2 ag between 
a general index and a ific asset price index. 

7 If Iam wrong in prs the reader is referred, 
for instance, to Jones—Arithmetic Monsters and 
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nomic Absurdities, Journal of Accountancy, March 1942, 


. 225. 

PY Hyde vs. U.S. 225 U.S. 347, 349 (1911). 

® The figures on employment and unemployment are 
an excellent illustration. Many people believe that they 
represent the results of a census or count, whereas they 
are the result of extremely limited “sampling.” We 
should not forget that sampling once showed Mr. Dewey 
as “elected,” whereas Mr. Truman got the majority 
of votes cast. 

10 President Eisenhower’s report to Congress, 1953. 

4 See R. E. James, “What Do Executives Think De- 
preciation Is” N.A.C.A. Bulletin, May eggs 1138. 
Little is gained in this situation by the widespread 
clamor that we be “realistic” or that we avoid being 
“ynrealistic.” In two short concluding paragraphs Ed- 
wards (see note above) uses the term “realistic” five 
times. I am persuaded that these words mean no more 
than what the user wants them to mean. See “What 
They (Economists) Say About Us (Accountants),” 
Journal of Accountancy, August 1953, p. 170. 

“Grady, “Standards of Disclosure for Changing 
Price Levels,” Journal of Accountancy, November 1952, 


. 565. 

. J take it, however, that even under Bulletin 43 
there would be no objection to measuring some changes 
in purchasing power on the books provided the final 
figure for net income would not be changed thereby. 
For instance, Mr. May has suggested the possibility of 
an income statement concluding along the following 
lines: 

1. Net income, before income tax, from operations, 
with cost of goods sold and depreciation expressed 
in current dollars. 

2. Plus: 

(a) Inflation in cost of goods sold 

(b) Inflation in depreciation. 

3. Net income from operations before income taxes, 
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as conventionally stated. 

. Income tax allocated to item 3. 

. Plus (or minus) extraneous items (with tax allo- 
cated thereto). 

. Net income for the year. 

4 See “Changing of Business Income,” 


ne 


supra., p. 105; George O. May, “Restudy of the Con- 
cepts and Terminology of Business Income,” The New 
York Certified Public Accountant, Jan. 1948, pp. 9-17; 
“Accounting in Times of Price Inflation,” The Accouni- 
ant (London), October 1952, and Business Income and 
Price Levels, Income Study Group, July 1949. The posi- 
tion of three out of the four British Accounting societies 
is similar. See Solomons, “Accounting for Changing 
Price Levels: Recent British Views,” Journal of Ac- 
countancy, June 1954, p. 70. 

46 The opposition to the introduction of purchasing 
power measurements into the accounts is widesp 
— articulate. A sample of what one may expect is 
this: 
On a proposal to give effect to changes in price level 
in computing depreciation, the Public Service Com- 
mission of the State of New York said that such an 
app 
“is utter nonsense, wholly anomalous and consti- 

tutes a hybrid formula for which there is no basis 
in law or in reason.” Matter of Consolidated 
Edison Company of New York, 19 P.U.R. (NS) 
194.25 (July 14, 1952). 

1% See Dohr, “The Next Step in Depreciation Ac- 
oumetian:: Journal of Accountancy, February, 1950, p. 
11 


17 This is in substance Mr. May’s pro . See 
Business Income and Price Levels, supra., p. 105. 

18 Edwards, op. cit. supra. 

19 Further study should be made of accounting for 
the business to which the postulate of permanence has 
ceased to apply. 
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STATEMENT OF STANDARDS AND 


RESPONSIBILITIES UNDER PUBLIC 
ACCOUNTING INTERNSHIP 
PROGRAMS 


REPORT OF THE COMMITTEE ON ACCOUNTING PERSONNEL OF THE AMERICAN INSTITUTE 
oF ACCOUNTANTS, AND OF THE COMMITTEE ON FACULTY RESIDENCY AND 
INTERNSHIP PROGRAMS OF THE AMERICAN ACCOUNTING ASSOCIATION 


time employment in public account- 

ing is a desirable part of an account- 
ing curriculum dates back a number of 
years. Several factors may account for 
this need having been recognized early in 
the development of programs of collegiate 
training for public accounting. One of 
these was that many of the men who were 
closely connected with collegiate education 
were, or had been, practitioners. Probably 
they recognized that some of the qualities 
—some of the special techniques and 
special skills, as well as judgement—were 
not readily developed in classrooms by 
usual instructional methods. It is likely 
that they found, as many teachers find to- 
day, that subjects such as auditing can- 
not be taught effectively unless the student 
is able to visualize the scope of business 
operation and especially the variety, 
types, and kinds of business records with 
which the auditor works. 

Whatever the cause, we find that al- 
most from the beginning of collegiate in- 
struction in accounting, some schools have 
operated programs under which a student 
obtains full-time employment with a 
public accounting firm for a period of 
several weeks or months during either his 
junior or senior year. These programs 
have generally been referred to as intern- 
ship programs. At present, over forty 
schools are operating internship plans of 
one type or another. Fundamentally they 
are all attempting to meet the same need, 


Ts CONVICTION that a period of full- 


206 


but the details of the plans vary consider- 
ably. 

In a number of schools which are on the 
quarter system, the student may work for 
an entire winter quarter. Schools which are 
on the semester system may provide for 
students’ taking examinations early at the 
end of the first semester and registering 
late for the second semester. This time to- 
gether with the holidays normally falling 
within the period permits six to eight 
weeks of full-time employment. There are 
also variations of these basic plans, which 
aid in increasing the usefulness and effec- 
tiveness of internship programs. 

There is considerable variation also as to 
granting credit. A number of schools grant 
credit for internship work and grade 
students on performance. They consider 
the student as fully-enrolled during the 
internship period. Other schools do not 
grant credit, even though some of them 
may strongly recommend internship to 
their accounting majors. Schools also vary 
in their requirements for students’ com- 
pleting their course of study without delay 
because of the intervening internship 
programs. Some schools recommend that 
the student attend a summer session the 
year before interning, whereas others rec- 
ommend that the student plan his last 
two years of work so as to be able to carry 
a somewhat reduced load in the year dur- 
ing which he is an intern. Generally, 
schools have been able to solve the problem 
of avoiding delayed graduation without 
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too much difficulty. 

This statement presents those principles 
which seem to be basic to the operation of 
an accounting internship program in a 
manner which enables it to contribute most 
to the total accounting education of 
participating students. 


PURPOSES OF INTERNSHIP 


Internship programs have as their gen- 
eral objective the development of better 
qualified accountants with a resulting 
benefit to accounting firms, to students, 
and to schools. The particular contribu- 
tion to be made by internship programs 
must be sought in those values that the 
student can find in public accounting prac- 
tice which are not ordinarily available in 
the school. If this training which he can 
receive in public accounting is helpful to 
him in either private or public accounting 
after graduation, it represents a significant 
contribution to his total educational ex- 
perience. 

The following objectives are an integral 
part of an effective internship program. 


To enable the student to take up learning with 
more purpose and value opon returning to 


school 


This is one of the most important pur- 
poses of an internship program. By reason 
of a period of experience, even though 
brief, a student has a much better grasp 
of what accounting is about. Greater 
awareness of the practical aspects of ac- 
counting enables the student to select his 
remaining courses more wisely and strength- 
ens his desire to master the subject mate- 
tial. Afterwards he can make a better 
selection of courses. He will probably 
realize the importance of some areas about 
which he was doubtful before (English, 
Effective Speaking, etc.). For full benefit, it 
is important that the timing of the intern- 
ship be carefully considered. If it comes too 
early, the student is likely to have an in- 
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adequate background of accounting. It is 
generally believed that students should 
have completed several courses in ac- 
counting before interning. These should 
include Elementary and Intermediate Ac- 
counting, Cost Accounting and Elemen- 
tary Auditing. Internships should be 
especially valuable to students who take 
post-graduate work, and some schools in 
their programs for a Master’s degree in 
accounting require field work as a pre- 
requisite. 


To give maturity and confidence to the stu- 
dent 


No matter how much theoretical educa- 
tion a man has, he cannot help but feel a 
little strange the first time he is con- 
fronted with the complexities of a business 
office. The internship period rubs off some 
of the “green.”’ Placement departments of 
schools have reported that men who have 
had internship work fared much better in 
employment interviews. 


To help the school place graduates 


The last several years have seen the 
demand for men for public accounting work 
grow to such magnitude that the schools 
have not had to be much concerned about 
placement of graduates. This may not al- 
ways be the case. A school with a good in- 
ternship program will no doubt in the long 
run have the advantage in placing its 
graduates. 


To provide a desirable trial period, to the 
advantage of both the student and the employer 


If the internship is during January, 
February, and March, the usual peak 
period of work in most practices, the 
student experiences typical work in public 
accounting. Also he has the opportunity to 
observe different kinds of accounting work 
in private industry. As a result the student 
can make a sounder decision as to his job 
selection upon graduation. 
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Not only is this a desirable trial period 
for the student, but it beneffts the em- 
ployer. It provides some temporary help 
during a peak period. It also enables the 
employer to observe a prospective per- 
manent employee without making a com- 
mitment for permanent employment. 


To improve the school’s curriculum 


Students return to school from intern- 
ship work with specific ideas of what they 
need to learn. They also return better 
qualified to judge the quality of the courses 
and teaching offered them. The employers 
learn about what is being taught. The 
employers and the schools get to know 
each other better. All of this should add up 
to improved curricula. Also, experience has 
shown that students who have interned 
make a definite contribution to the train- 
ing of other students through discussions 
in classes, in organizations, and by general 
contact with other students. 

Unless the employer, the school, and the 
student realize and accept their res ponsibil- 
ities, one or more of the above purposes will 
not be accomplished. What are these re- 
sponsibilities? 


RESPONSIBILITIES OF EMPLOYER 


To inform school and student about salary, 
expenses, etc. 


The employer should make entirely clear 
to the school and to the intern the salary he 
will pay, including his program for over- 
time, his dinner money allowance, his 
travel expense rules, and whether or not he 
will pay the student’s fare from school to 
his office and return. 


To pay a fair salary 


The employer has an obligation to pay 
the student a fair salary for the work he 
does. This will generally be somewhat less 
than the regular starting salary for junior 
accountants. 


To see that student gets a clear understanding 
of work rules and standards of professional 
conduct 


Not knowing what is expected of him 
creates frustrations which may well render 
a person practically incapable of doing 
good work. Employers should not fail to 
realize that the many questions regarding 
hours, travel, dress, etc. which are so ob- 
vious to the experienced man are un- 
known to the beginner. These matters, as 
well as rules of professional conduct, 
should be carefully explained to interns 
and a procedure for indoctrination of new 
men set up within the employer’s firm. 


To provide student with varied assignments 


For an internship experience to con- 
tribute the most to the educational proc- 
ess, it must be carefully planned. A 
special effort should be made to vary the 
student’s assignments so that he gets a 
broad view of public accounting. If at ali 
practicable he should work for two or more 
seniors so that (1) he gets the experience 
of working under different personalities, 
and (2) there can be more than one source 
of appraisal of his work. 


To give students adequate supervision 


It is the employer’s major responsibility 
to supervise the work of the intern in a 
manner which gives learning value to his 
experience. This involves detailed in- 
struction as to each operation assigned, 
over-all general instruction regarding the 
engagement, and careful review and 
criticism of the work. The in-charge senior 
must be advised of the purpose of intern- 
ships and should understand that ‘“‘on the 
job training” is an important feature. 


To evaluate the student’s work and to discuss 
results with him 


The intern has a right to know from the 
employer what the employer liked and 
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didn’t like about him and whether the 
employer has a definite view as to whether 
he should continue in public accounting. 
This is not a problem when the employer 
likes the student, can use him, and offers 
him a permanent job. In other cases the 
employee may not know whether his per- 
formance was acceptable or not. It should 
be standard practice for the employer to 
have a terminal conference with the stu- 
dent to discuss his work. 


To furnish a report to the school 


At the conclusion of the internship 
period the employer should report to the 
school. This report should be on the form 
provided by the school, if the school pro- 
vides one, or otherwise in some other use- 
ful form. In every instance a report should 
be made. It should indicate the student’s 
ability, aptitude, attitude, etc. It should 
describe the nature of the work the student 
did and perhaps even grade the student in 
various respects. Also the school should be 
informed as to whether the student was or 
will be offered employment. 


RESPONSIBILITIES OF THE SCHOOL 


Schools which organize and participate 
in internship programs do so in the belief 
that the programs contribute to the devel- 
opment of well-qualified accountants. 
Proper supervision and operation of an 
internship program, with the necessary 
follow-up, cannot be perfunctory. It re- 
quires time and effort on the part of some- 
one who is directly responsible, as well as 
the cooperation of other members of the 
faculty of the school of business and per- 
haps other colleges within the university. 
Within the accounting department, one of 
the basic responsibilities is to arrange and 
plan the student’s work in such a manner 
that he will benefit the most from the 
internship period without suffering a 
serious loss in value of other course work. 
Schools generally find it desirable to ar- 
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range to have the student take several 
accounting courses following the internship 
period so that he may benefit from the ex- 
perience obtained on the job during his 
subsequent study of accounting. Probably 
under ideal conditions the internship 
should be in the junior year for students 
who do not expect to go beyond the under- 
graduate program, or in the senior year for 
those who expect to take graduate work. 
However, in many instances, this is not 
feasible because the arrangement of 
courses does not qualify the student tech- 
nically for internship as early as his 
junior year. 

Certain specific responsibilites of the 
school in relation to the operation of the 
internship program are as follows: 


To provide qualified students 


The major responsibility of the school is 
to approve for internship work only those 
students properly qualified. Qualifications 
might include academic background, men- 
tal and technical ability, maturity, per- 
sonality, and vocational interest. Among 
other criteria of selection, many schools 
use the American Institute’s Orientation 
and Achievement Tests and establish high 
scoring standards for eligibility in the 
program. 

It is important that students selected to 
participate in an internship program be 
able to benefit from the experience without 
loss in their academic work. 


To act as channel of communication between 
student and employer 


The school should recognize that it has 
a responsibility to the student and the 
employer as a channel of information, 
recommendation, and complaints. The 
school should report to the employer the re- 
action of interns and recommend improve- 
ments in the employer’s program. All com- 
plaints, whether from the student or the 
employer, should be handled promptly. 
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To brief the student on standards for the 
junior accountant 


Students should be briefed on what will 
be expected of them—professional ethics, 
conduct, appearance, actions, talk, travel, 
etc. 


To require student reports 


It is desirable that the school require re- 
ports from a student based on the work he 
did. These can be part of the basis for 
academic credit, where such credit is 
allowed for the program. Care must be 
taken that the students understand their 
reports must not violate professional 
confidences. 


STUDENT RESPONSIBILITIES 
To take the job seriously 


The major responsibility of the student 
is that he recognize the seriousness with 
which a man must face his job. He should 
seek out and comply with all of the rules 
of the employer, demonstrating a coopera- 
tive attitude, and an interest in putting in 
a good day’s work. He should behave as a 
business worker; not as a student. He 
should dress for business; not for the 
campus. 


To treat clients’ affairs as confidential 


An important responsibility of the stu- 
dent is to recognize the extreme confidence 
in which the professional accountant holds 
the affairs of his client. His work reports 
should permit no close guesses as to where 
he was working. Under no circumstances 
should a client’s affairs be discussed with 
persons not on the employer’s staff, and 
then only with such staff members as have 
a legitimate concern with the particular 
engagement. 
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To accept the opportunity to learn 


A student should recognize that the 
internship is a part of his educational ex- 
perience and be alert to benefit from it. 
Fullest benefit is received only when the 
student maintains an attitude of receptive- 
ness of the ideas, the techniques, and the 
objectives that he encounters. 


* * * 


It is hoped that this statement of the 
goals of the internship programs, of the 
responsibilites of each of the participants, 
and of the standards which should be ob- 
served will aid in making internship pro- 
grams more effective educational devices. 
The committees will welcome comments 
and suggestions on this subject. 
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PERSPECTIVE IN THE PRACTICE 
OF ACCOUNTANCY" 


Drxon FAGERBERG, JR. 
Phoenix, Arizona 


HERE ARE many rewarding ways of 
viewing in perspective any of the 
great professions. 

One of these is the historical one. Who 
among us can not readily name the land- 
mark events and the great teachers, 
writers, and organization-builders in the 
field of accountancy? 

Another is the ‘“‘togetherness” concept 
—the idea of every one of us being a 
member of one great nation-wide or world- 
wide accounting team. To paraphrase 
slightly, breathes there a professional ac- 
countant with soul so non-fraternal who 
never to himself hath said, at midnight 
along about March tenth, “Well, I guess 
thousands of the other fellows around the 
country are just as hard at it as we are 
right here in Kalamazoo”’? 

Still another shaft of light is let in by 
asking the simple question: ““What do we 
actually do in practicing accountancy?” 
We refer to such seemingly common place 
everyday things as writing, reading, and 
observing. These most basic of elements we 
propose to consider this morning. 


WRITING 


First on the list of things we do every 
day is writing. 

Every letter and report we write is simply 
a package of thinking. When it involves a 
sizeable audit, the parcel of intelligence is 
the climax of a lot of overlooked ground 
work. A retired Maine CPA, Christopher 


* This article is based on a paper presented at the 
29th Annual Michigan Accounting Conference, October 
8, 1954, Ann Arbor, Michigan. Parts of the material 
have also appeared in the “Practitioners Forum” of the 
— of Accountancy, of which Mr. Fagerberg is 


Haworth, recently accented the point in 
these words: 

“T once heard Herbert Parker, a leader of the 
bar and former attorney general of Massachu- 
setts, in speaking about judicial decisions, state 
that although a decision handed down may be- 
come famous, the groundwork of that decision 
may have resulted from the efforts of some of the 
trial lawyers who never will be known to poster- 
ity as having had a part in it. 

Whenever I read an Accountants’ Certificate 
in a company’s annual report, I am reminded of 
the efforts of the ‘forgotten men’ who made the 
writing of that certificate possible. .. .” 


But also consider this—that by very 
reason of the large investment in ground- 
work, there is a greater premium upon 
writing that report or that decision well, 
The drafting of the final product conse- 
quently gravitates to the firm’s best men. 
As a general rule, therefore, the farther 
you advance professionally, the more you 
will be called upon to do the writing. Writ- 
ing is an index to the thinking processes. 
For better or worse, it exposes what’s go- 
ing on under the hood. Acknowledging all 
this, our prime interest in writing is: how 
to do it. The best answer we have encoun- 
tered is that of Bruce Barton who says 
that the way to start writing is to write 
and the way to stop writing is to try to get 
it published. That is not a mere flippancy; 
it is packed with the lessons of experience. 
Using it as a core, let’s look at a few 
applications. 

To begin with, never forget that any- 
thing you write that will be read by even 
one other person is “published” and 
“authored” so far as that person is con- 
cerned. 

Secondly, it is agreed by the greatest 
writers and every would-be writer that 
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you have to do this: Get It Down. When 
you and the pencil and the blank pad of 
paper are about to combine your efforts, 
simply put G.I.D. (get-it-down) at the top 
of the page and start in. Why is getting it 
down on paper hard for all of us? Probably 
because we realize at once that those words 
are not the finished product we desire; 
thence follows self-consciousness and dis- 
couragement. But don’t let that throw 
you. Bear in mind that tomorrow, with a 
fresh mind, the aborted mental offsprings 
now emerging on the paper can be con- 
verted with surprising ease to good read- 
able copy. 

A third suggestion is: Don’t ration qual- 
ity. Whatever the occasion, pretend it is a 
far greater occasion. Choose your pet sub- 
ject, your pet ideas on that subject, and let 
fly. Don’t save or hoard those gems of 
thoughts for the next time. This one is the 
one that counts. In writing that really 
excites us there are always occasional 
flashes of the naive—because the writer 
dared to say something you and I had 
thought all along, and would have liked to 
have said, but were afraid to. 

A fourth suggestion is: Make It Short. 
Power and compactness of expression 
characteristically come from economy of 
words. This is attained by liberal use of the 
proverbial blue pencil. Get it down first, 
regardless of quality. Then build up the 
quality by cutting out the waste verbiage. 


READING 


In the professional life of all of us there 
is an obvious relationship between our 
writing and our reading. It was Ralph 
Waldo Emerson, certainly one of the 
greatest of all inspirational writers, who 
compared this relationship to a lake-and- 
stream situation. One who writes and 
writes without replenishing his mental res- 
ervoir with reading, ends up with a dry 
lake. On the other hand, the mind that 
reads and reads wthout applying or com- 
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municating the ideas is like a lake with no 
outlet: it quickly becomes stagnant. 

The leaders of our profession read more 
widely and in general have wider interests 
than the rank and file. In other words they 
are better accountants and know more 
about accounting because they know more 
about non-accounting subjects. 

Now let’s address ourselves to the ques- 
tion: How can the CPA become a more 
effective reader? Well, here are some sug- 
gestions: 

1. Don’t confine your reading to accounting 
and business publications and the news- 
papers. 

. Before reading thoroughly, skim over the 
contents. Often the leads will tell you all 
you care to get. 

. Don’t re-read things you already know. 

. Balance your reading between professional 
and non-professional literature. 

. In your professional reading, the work you 
are doing in the office can be the hub of your 
reading program. (For example, one of the 
most enjoyable books we’ve read in a long 
time dealt with the Western Yellow Pine. 
It seemed new and fresh as the pine breezes 
themselves. How did this fortunate choice 
come about? Simply because our first small 
lumber-mill client happened to walk into 
the office.) 


The advantages of diversified reading 
stem from the law of diminishing returns 
and the principle that constant widening is 
prerequisite to continual deepening. For- 
tunate we are that, if we allow it to, our 
professional work will open up to us in 4 
natural way many interesting new mental 
frontiers far removed from the confining 
realm of debits and credits. 

In short, there can be and should be 4 
dynamic interaction and stimulation be- 
tween our practical and non-practical, our 
professional and nonprofessional, and our 
indoor and outdoor interests. 


TEACHING 


Several years ago I heard a talk by an 
inventor and designer. He asserted that 
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80 per cent of the cost of goods on mer- 
chants’ shelves represented transportation 
costs. I couldn’t believe it. To me, trans- 
portation meant carrying goods or persons 
by water, air, rail, or highway. Recon- 
ciliation came when he explained the 
tremendous amount of within-the-factory- 
itself transportation—loading, unloading, 
conveying by cranes and belts, in short, 
all the picking ’em up, laying ’em down, 
rotating, sliding, and other physical move- 
ment taking place. 

Just as I was startled by his statement, 
you may be surprised by the statement 
that teaching is a very important part of 
practicing accountancy. The surprise 
comes because of our customary associa- 
tion of teaching with schools, classrooms, 
students, formal lectures, and all the rest. 
But if you stop and think about it a very 
substantial portion of accounting practice 
consists in getting other people to grasp 
the meaning of what they are doing, what 
they have done, or what they ought to do. 

The practitioner must teach the new 
junior how to familiarize himself with a 
client’s business affairs. 

The practitioner must teach the client’s 
bookkeeper the easiest methods of keeping 
control over receivables. 

The practitioner must teach the execu- 
tive how to interpret the financial state- 
ments and convert them into sound ac- 
tion. 

The practitioner must employ proved 
teaching techniques when addressing pub- 
lic meetings about income taxes or any 
other subject revolving around account- 
ancy. 

On every level and in every professional 
relationship—with employees, with clients, 
with other practitioners, with the general 
public—the objective is to get the meaning 
across to others. Only then can correct ac- 
tion proceed from correct principles. 

It seems to me that personal success or 
failure in our profession largely depends on 


whether a man can grasp and apply prin- 
ciples. And why are principles important? 
The most dramatic and cogent answer is 
that, more than any other skill, their mas- 
tery saves the very limited amount of time 
at our disposal, for there is nowhere near 
enough time to gather, by ourselves, even 
a fraction of the world’s mass of facts. The 
predicament can be overcome only by 
learning principles. Why? Because they 
are the end-products of the vast amounts 
of trial and error, research, work, and 
thought already performed by thousands 
of others. By grasping principles, there- 
fore, one literally appropriates all this unto 
himself free of charge, save only for his 
own study time. 

A new way of viewing ourselves, what- 
ever our present station, is to ask: “Am 
I a Good Teacher?” That is, “Am I Adept 
at Conveying Meaning to Others?” After 
all, our business is selling sound ideas and 
trouble comes if those ideas are not bought 
but other ideas, phony ones, are purchased 
instead. Skill in studying and skill in 
teaching pay off, in short, because in no 
other way can we so effectively multiply 
our total experience and enable ourselves 
to live many lives in many spheres during 
the limited time available to each one of 
us. Little wonder, then, that such a large 
proportion of the leaders in all the learned 
professions have been teachers and, funda- 
mentally, remain teachers, throughout 
their careers. 


OBSERVING—EXPERIMENTING 


Every accountant is an artist and scien- 
tist and every office in which he works is a 
laboratory of accounting art and science. 

If we only will we can vastly help each 
other, and thereby the public we are serv- 
ing, by 

1. Really observing what is happening in our 

own office every day, and 


2. Reporting our findings to our fellow practi- 
tioners throughout the country. 
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If even a minor fraction of our members 
took this view of affairs, our professional 
publications would soon be swamped with 
new exciting material. With the right ap- 
proach, the supply is inexhaustible. 

Possibly in each of your offices a number 
of handy devices and methods are in use. 
Alas, it is not so in all public accounting 
offices. Have you ever considered how a 
very small sum might make your office a 
far more pleasant and efficient place to 
pass the hours of the day? If so you might 
be interested in answering this list of sim- 
ple questions: 


Do you use high quality paper, lead pencils, 
colored pencils? 

Is each desk at all times adequately supplied 
with paper clips, rubber bands, memo pads, soft 
erasers, scotch tape, and timesheets? 

Is each desk equipped with stapling machine, 
staple puller, straight-edge ruler, hole-punch, 
fasteners, and not one but several ballpoint pens? 

Does your office save time and motion with a 
judicious assortment of handy rubber stamps for 
recurrent addressing and other frequently re- 
peated markings? 

Are phone extensions fully utilized; is each 
phone complete with shoulder-clamp; and is 
there a number-finder near each phone? 

Are multi-compartment cabinets used for the 
various tax forms and for the many needed small 
forms? 

Forgive this question, but do the binders of 
your firm’s Journal and General Ledger, and the 
account sheets in them, come up to the standard 
you prescribe for your clients? 

As a final clincher, do your feel that each desk 
in your office is an efficient work station, and 
would you be proud to have a leader of the pro- 
fession pay your office an unannounced “inspec- 
tion’”’ visit? 

These little things, in the aggregate, 
make quite a difference in environment 
and attitude. Perhaps you can say “yes” 
to all these questions, but there was a 
stage in the experience of most of us when 
we couldn’t. As Carl Erskine, the great 
pitcher of the Brooklyn Dodgers, said in a 
recent Saturday Evening Post article: 
“Cummings taught me to ‘think’ big- 


league, to get the best equipment, and to 
pitch with a big-league baseball.” 


EXPLORING 


Our last foray is introduced by asking, 
“What is the accounting profession’s place 
in the scheme of things?” and “How Am 
I Doing?” 

We are all aware that ours is the fastest 
growing profession. We all could advance 
several reasons for the remarkable growth, 
We also know that, while any one account- 
ant is limited, the perimeter of our science 
is not yet settled by virtue of its marvelous 
adaptability in actual application. Our 
true place is presently hard to determine 
for the same reason that appraisal of any 
complex situation is difficult while the his- 
tory of it is being made. But a provocative 
clue—not the final answer certainly, but at 
least a promising way of exploring our 
situation and thinking about it—came to 
my attention only this summer. Perhaps 
you have heard of the relatively new 
science of Ecology which is the study of 
natural environments, how “‘climax’’ is at- 
tained when each niche in the world of na- 
ture is taken over by those plants and ani- 
mals best adapted to do so. Now one of the 
very striking phenomena of ecology is that 
life is frequently more rich, competition 
more keen, and interaction and tension 
dominant, out along the fringes or edges 
where two different environments meet. 
These edge-areas or junction-areas are 
called ecotones. The hunters among you 
have probably observed that many kinds 
of bird life are more plentiful where lake 
and shore or forest and prairie meet; while 
the more experienced fishermen among 
you have learned to fish in the edges where 
streams meet pools, where rough water 
joins smooth water. Well, fundamentally 
does not the same phenomenon show up in 
human affairs, specifically, in the world of 
economics? And if so, do not accountants 
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seem to be edge-species? Was not the niche 
created by the federal income tax in 1913 
filled in a very natural way because we 
were the economic animals best designed 
by natural equipment to fill it? And is not 
the skirmish over tax practice a symptom 
of characteristic ecotone tension? “All 
right, we catch the drift,” you say, “but 
what is the significance of it all any how?” 
The reply is in the form of two suggestions. 
One is that each public accounting organi- 
zation consider itself as an exploration 
party assigned to report back its successes 
and failures along the outer edge or hori- 
zontal frontiers of accountancy. The sec- 
ond is that, individually and collectively, 
we had better keep under constant sur- 
veillance the question of how far specializa- 
tion is wise. Accountancy itself is a major 
specialization, and so are its branches. 
But our greatest resource is our relative ex- 
periness, coupled with vigorous independ- 
ence and integrity, over the entire financial 
front. Bank tellers can outdo us in detect- 
ing counterfeit currency. Merchants can 
outdo us in recognizing unsalable merchan- 
dise. The surveyor and title man can outdo 
us in finding flaws in real estate. Carried 
ad infinitum, we could yield to others until 
our sole remaining sphere would finally be 
reduced to possession of the formula “as- 
sets less liabilities equals net worth.” The 
moral is that, contrary to the usual as- 
sumption, much of our strength actually 
may come from our being spread fairly 
thin (relative versatility) and conversely, a 
potential long-run danger may lie in get- 
ting spread too thick (bunchy overspeciali- 
zation). As time passes, let’s be thinking 
over this hypothesis. 

Now, a brief word addressed to each one 
individually. In replying to the question, 
“How Am I Doing?” I doubt if any ac- 
countant ever lived who felt completely 
satisfied with his accomplishments. Very 
few among us have not been affected by 
the dislocation of war. Each one of us has 
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been, is, and will be beset by unforeseen 
vicissitudes. There is one thought here 
that may give you a new slant. It is simply 
that individual professional progress can 
not be measured by the straight-line geom- 
etry of Euclid nor on the spherical projec- 
tion of Lambert. The pulse of progress is in 
the form of recurring overenthusiasms fol- 
lowed by corrections. Whether you are on 
the up-beat or the down-beat just now, 
remember that in your professional career 
the shortest distance to your ultimate goal 
is bound to be a zigzag line. 


PERSPECTIVE 


In conclusion, how may we summarize 
the potpourri of ideas we have just con- 
sidered? 

Most of us, regardless of the type or 
level of accounting services we perform, 
must often reflect that we are committed— 
accountancy is it! We are already part way 
across the Rubicon. Furthermore, proba- 
bly very few of us relish what we do day 
by day as much as does Willie Mays of the 
New York Giants, who feels that drawing 
a paycheck for playing baseball is like be- 
ing paid to eat ice cream. Our attitude to- 
ward practicing accounting is more like 
our attitude toward raising a family—very 
rewarding, yes, but certainly not some- 
thing to be dismissed as a light and easy 
chore. 

But whatever our personal philosophy 
may be on our profession, we can all do 
more good as accountants, and the prac- 
tice of accountancy can mean far more to 
us than a mere livelihood if we discard as 
far as possible all tendencies to take a dull, 
prosaic, jaundiced slant on our work and 
instead look for meaning and inspiration 
in our professional activities, which, as we 
have seen, embrace: 

1. Conveying the written word clearly and 

interestingly, striving always to make our 
communications compact models of useful 


intelligence; 
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Varied reading, thus drawing on the think- 
ing of men of other times and places and 
thereby enlarging our own horizons and 
ventilating our minds; 


. Teaching in the broadest sense, which 


means creating true illumination by ex- 
plaining principles; 


. Observing more alertly what goes on im- 


mediately around us in our own and our 
clients’ offices, quickly correcting even the 
little flaws we discover; and 


. Broadly exploring our professional environ- 


ment and the application of our chosen 


science, so that we all may better adapt 
ourselves to our limitations and likewise to 
our highest potentialities. 


Considering all these things, shall we 
not say, then, that the total achievements 
of our organized profession, and a very 
considerable share of our individual happi- 
ness as well, depend in large measure upon 
the kind of perspective we exercise in our 
day-by-day practice of accountancy? 
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Preliminary Announcement of 1955 Program 
University of Pennsylvania 
Philadelphia, Pennsylvania 


Tuesday, August 30, 1955 
9:00-12:30 Registration 
Committee Meetings 
12:30— 2:00 Luncheon 


Presiding: Donald P. Perry, Lybrand, Ross Brothers & Montgomery; 
Vice-President, American Accounting Association 


Speaker: Maurice H. Stans, Alexander Grant and Company; 
President, American Institute of Accountants 


Subject: _ ACCOUNTING IN GOVERNMENT 


2:00— 5:00 Session I 
Round Tables—Group I (Starting at 2:00) 


1. THE DIVISION OF THE COLLEGE CURRICULUM 
AMONG LIBERAL ARTS, MANAGEMENT AND AC- 
COUNTING 


Chairmen: Don H. MacKenzie, University of Washington, and 
Ellis M. Sowell, Haskins and Sells 


2. THE DOCTORAL PROGRAM FOR ACCOUNTANTS 


Chairmen: William A. Paton, University of Michigan, and 
John A. White, University of Texas 


3. INCOME TAX ACCOUNTING 


Chairmen: Clete F. Chizek, Crowe, CRizek & Company, and 
W. E. Dickerson, Ohio State University 


4. THE USES AND APPLICATIONS OF ELECTRONIC 
COMPUTING EQUIPMENT IN ACCOUNTING 


Chairmen: Walter F. Frese, U. S. General Accounting Office, and 
Robert Gregory, Massachusetts Institute of Technology 


5. THE USE OF THE CASE METHOD IN ACCOUNTING 


Chairmen: Robert N. Anthony, Harvard Business School, and 
Arthur M. Cannon, University of Washington 


Round Tables—Group II (Starting at 3:30) 


6. THE INTERMEDIATE ACCOUNTING COURSE— 
TEXTBOOKS AND TEACHING METHODS 


Chairmen: Paul E. Fertig, Ohio State University, and 
Harry D. Kerrigan, University of Connecticut 
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Chairmen: 


8. 


Chairmen: 


Presiding: 
9:30-12:00 Session II 

Presiding: 

Subject: 


Papers: 


Subject: 
Speaker: 


2:00— 5:00 Session III 


9. 


Chairmen: 


10. 


Chairmen: 


THE AUDITING COURSE—MATERIALS AND 
METHODS OF PRESENTATION 


Richard S. Claire, Arthur Andersen & Co., and 
Arthur W. Holmes, University of Cincinnati 


CURRENT PROBLEMS IN ACCOUNTING THEORY 
R. K. Mautz, University of Illinois, and 
Maurice Moonitz, University of California 


Wednesday, August 31, 1955 


7:30- 9:30 PRESIDENT’S BREAKFAST FOR STATE MEMBERSHIP CHAIRMEN 


James S. Schindler, Washington University 
National Membership Chairman, American Accounting 
Association 


Arthur M. Cannon, University of Washington; 
Vice-President, American Accounting Association 


THE ATTRACTION AND SELECTION OF ACCOUNT- 
ING PERSONNEL 


The Attraction and Selection of Accounting Teachers 
Thomas H. Carroll, Vice-President, The Ford Foundation 


The Attraction and Selection of Accounting Students 
C. R. Niswonger, Miami University; an 
C. A. Moyer, University of Illinois 


BENCH MARKS AND BEACONS 


Howard C. Greer, Vice-President, Chicago, Indianapolis and 
Louisville Railway Company 


12:30— 2:00 Luncheon and Business Meeting 


Report of the Secretary-Treasurer 
Report of the Director of Research 
Report of the Editor 

Report on Activities of the Year 
Election of Officers 


Round Tables—Group III (Starting at 2:00) 


THE ATTRACTION AND SELECTION OF ACCOUNT- 
ING TEACHERS 


Hermann C. Miller, Ohio State University, and 
Dean Arthur M. Weimer, School of Business, Indiana Univ. 


BRINGING ACCOUNTING CURRICULA UP TO DATE 


Harold Q. Langenderfer, University of North Carolina, and 
Ernest W einwurm, DePaul University 
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6:30— 8:30 


9:30—12:00 


12:30— 2:00 


11. THE MASTER'S PROGRAM FOR THE ACCOUNTING 
MAJOR 


Chairmen: R. M. Mékesell, Indiana University, and 
Oswald Nielsen, Stanford University 
12. CURRENT PROBLEMS IN AUDITING PRACTICE 


Chairmen: Gordon M. Hill, Haskins & Sells, and 
Fletcher Johnson, University of Washington 


13. ACCOUNTING IN THE EXECUTIVE PROGRAM 


Chairmen: Russell Hassler, Harvard Business School, and 
Thomas M. Hill, Massachusetts Institute of Technology 


Round Tables—Group IV (Starting at 3:30) 


14. PRINCIPLES VS. TECHNIQUES IN THE FIRST YEAR 
ACCOUNTING COURSE 
Chairmen: Marcus H. Bean, Rutgers University, and 
John H. Zebley, Jr., Turner, Crook and Zebley 
15. CONDUCTING AN ACCOUNTING SEMINAR 
Chairmen: Daniel Borth, Louisiana State University, and 
Robert E. Walden, Indiana University 


16. THE TEACHING OF NATIONAL INCOME ACCOUNT- 
ING 


Chairmen: Charles E. Johnson, University of Oregon, and 
Mary E. Murphy, Los Angeles State College 


The Banquet 
Presiding: Willard ]. Graham, University of North Carolina 
President, American Accounting Association 
Presentation of Alpha Kappa Psi Award 
Introduction of President-Elect, 1955 


Thursday, September 1, 1955 
Session IV 


Presiding: Martin L. Black, Duke University ; 
Vice-President, American Accounting Association 
Subject: _ ACCOUNTING AND ECONOMIC IMPLICATIONS OF 
INCOME TAXATION 
Papers: Tax Equity and the New Revenue Act 
Thomas C. Atkeson, Professor of Taxation, 
College of William and Mary 


The New Revenue Act and the Prosperity of The Economy 
A. B. Carson, University of California 
The Impact of the New Revenue Act Upon Accounting 
Albert H. Coben, Director of Taxation, 
American Institute of Accountants 
Luncheon 


(Speaker and subject to be announced; a tentative acceptance by a dis- 
tinguished member of the accounting profession) 
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RESEARCH AND PRACTICE IN STATIS- 


TICAL APPLICATIONS TO ACCOUNT- 


ING, AUDITING, 


AND MANAGE. 


MENT CONTROL 


Rosert M. TRUEBLOOD AND W. W. Cooper! 


a marked increase in the number of 

articles relating statistical methods to 
accounting, auditing, and management 
control. The extent of this growth in in- 
terest has, perhaps, not been apparent to 
all members of the profession since many 
of these articles have not appeared in ac- 
counting journals. Probably more such 
articles have appeared in statistics jour- 
nals and trade journals than have appeared 
in accounting publications. The sparseness 
of evidence regarding extensive research 
in this area by accountants is probably a 
function of the natural conservatism of 
many practicing accountants, as well as a 
lack of appreciation on their part of the 
potentialities of statistical methods. 

This paper is part of a program of re- 
search directed toward studying the ap- 
plication of statistical methods to account- 
ing, auditing, and management control 
problems. The objective of the paper is to 
report on the progress of the work and to 
invite suggestions and appraisals from 
members of the accounting profession. 
With this view in mind, attention will be 
directed toward the following aspects of 
the program: 


|’ THE POST-WAR YEARS there has been 


1. Organization and general approach of the 
research. 


' Robert M. Trueblood is a partner in Touche, Niven, 

ey, & Smart, Certified Public Accountants. W. W. 
Cooper is Professor of Economics and Industrial Acvnin- 
istration at Carnegie Institute of Technology. The re- 
search underlying this article is based on a broad study 
of the application of statistical techniques to account- 
ing and auditing being carried on at Carnegie. The au- 
thors wish to acknowledge the aid of R. M. Cyert and 
W. W. Frasure in the preparation of this paper. 
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2. Studies completed or under way, together 
with results achieved. 
3. Possible directions for future work. 


In addition, some attention will be given 
to considerations of a more fundamental 
and philosophic characte: which are emerg- 
ing from the explorations conducted to 
date. 


ORGANIZATION OF THE WORK 


Slightly more than two years ago, in 
response to the evidence of increasing in- 
terest in exploring the possibility of statis- 
tical applications to auditing, a small group 
was formed in Pittsburgh to investigate 
this area. The group, from inception, has 
consisted of accountants and statisticians 
who reflect both academic and practicing 
points of view. The statisticians involved 
have some background in accounting and 
a strong interest in the application of sta- 
tistics and related techniques to business 
problems. The accountants in the group 
have considerable familiarity with the 
literature dealing with statistical applica- 
tions and some knowledge of statistical 
methods. It was considered neither neces- 
sary nor practical to require that all par- 
ticipants be skilled specialists in both 
fields. 

During much of the period in which re- 
search has been conducted by the Pitts- 
burgh group, formal arrangements have 
been in effect between an academic institu- 
tion and a public accounting firm. In the 
usual academic tradition, no restrictions 
have been placed upon publication of any 
results thought to be significant either to 
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the theory or to the practice of accounting 
or statistics. In consequence, both oral and 
written reports have been made frequently 
to professional groups. In addition, the 
work has recently been subjected to the-de- 
tailed criticism of nationally recognized 
statistical and accounting consultants who 
are not members of the working group. 

An effort has been made to maintain a 
professional attitude toward the research 
underlying the activities of the group. The 
primary research aim is to further funda- 
mental knowledge bearing on the mar- 
riage of statistics and accounting. Every 
effort has been made to proceed carefully, 
by testing conclusions in a rigorous, pro- 
fessional manner before giving them effect 
in practice. 

Initially, the existing literature is ex- 
amined critically to establish and to ap- 
praise the accomplishments of others.? 
After preliminary discussion of probable 
interest areas by the group and after the 
literature has been carefully reviewed, a 
specific problem area is selected for study. 
The applicability of statistical methods 
is tested by reference to concrete cases and 
study results have, to date, been reported 
in that form. Only live data are used. The 
advantages the case studies offer in the 
form of concrete detail are not allowed to 
obscure the larger and more important 
issues. A conscious effort is made to gen- 
eralize results beyond the particular cases 
and ample opportunity is supplied for ex- 
ploring relevant theoretical questions in 
both accounting and statistics. 

The following principles, which are here 
summarized from a previously published 
report,* have been fundamental in guiding 
and organizing this research: 


2 Robert M. Trueblood and R. J. Monteverde, “A 


Bibliography on the Application of Statistical Methods 
to Accounting and Auditing,” THe Accountinc RE- 
view, April 1954, pp. 251-254. 

* Robert M. Trueblood, “The Use of Statistics in 
Accounting Control,” N.A.C.A. Bulletin, July, 1953, 
pp. 1561-71. Reprinted in The New York Certified Public 
Accountani, October, 1953, pp. 619-626. 
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1. Collaboration between disciplines is re. 
garded as being critically important. The 
accountant must be willing to work closely 
with the statistician in stating and defining 
his accounting problems and objectives, 
The statistician carries the responsibility 
of understanding the accountant’s point of 
view as a necessary preliminary to joint 
development of technique. Both the ac 
countant and the statistician must proceed 
far enough into the fundamentals of the 
other’s discipline to develop a common 
language which is a necessary basis for 
mutual understanding. 

2. Statistical techniques found suitable for 
use in areas other than accounting cannot 
be accepted blindly. Time will be saved 
when existing statistical methods can be 
applied directly. However, it is believed 
that for certain accounting problems new 
statistical techniques will have to be de- 
veloped, just as they have been developed 
in other areas to which statistical methods 
have been applied. 

3. Satisfactorily operating accounting tech- 
niques should not be supplanted by statis- 
tical procedures for the sake of change 
only. An increase in the utility of account- 
ing, auditing, or management control tech- 
niques is the criterion for suggesting 
integration of present or new statistical 
techniques into accounting practice. 


It is the opinion of the Pittsburgh group 
that many published statistical applica- 
tions do not conform to the above princi- 
ples. Examples may be found of attempts 
to import statistical techniques into ac- 
counting, without critical review and eval- 
uation of their adequacy for accounting 
purposes, apparently because such tech- 
niques were used successfully in other areas 
of business. In other cases, the possible 
benefits of statistical applications have 
been rejected without understanding the 
flexibility and power of underlying sta- 
tistical principles. Until relatively recent- 
ly, much of the literature dealing with the 
marriage of statistics and accounting has 
tended to be hortatory in nature. There 
have been relatively few reports of con- 
crete applications to live data. Further, 
certain reports dealing with specific appli- 
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cations have been inadequate. Insufficient 
attention has been devoted to delimiting 
the potential areas of application and in- 
sufficient attention has been given to as- 
sessing the value of the results obtained 
in terms of their importance in relation to 
over-all accounting and auditing practice 
and theory. 


STUDIES AND RESULTS TO DATE 


It should be emphasized, at the begin- 
ning of this report, that progress has been 
more rapid in applying statistics to inter- 
nal accounting procedures and to manage- 
ment control problems than in applying 
them to the more complex and subtle 
field of auditing. 

Relatively slow progress in the auditing 
area will probably continue for some time 
to come. There is a variety of reasons for 
this prognostication. High on the list of 
reasons is the fact that the internal proc- 
esses of accounting and management con- 
trol possess a definiteness and discreetness 
which are not so readily apparent in the 
field of auditing. Further, the nature of 
management control and accounting pro- 
cedures makes it possible to effect signifi- 
cant improvements in separate parts of the 
organization, even though other parts of 
the organization remain unaffected. Such 
improvements may even be of a funda- 
mental character as when, for example, 
the use of statistical methods makes it pos- 
sible to record or control costs or to value 
and control inventories in a manner which 
would not be possible otherwise. 

On the other hand, improvements in 
separate parts of the audit process cannot 
presently be made to reach the same funda- 
mental level of achievement. The reasons 
for this are clear. The auditor must, of 
hecessity, be simultaneously concerned 
with all of the multifarious parts of an 
organization—testing and assessing each 
Separate part as only one manifestation of 
an integrated process. Until effective 
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means are evolved for supplying statistical 
guidance to audit examinations—in the 
over-all context of a general review of the 
functioning of organizational and control 
systems—only peripheral contributions to 
audit practice can be made. 

Other reasons also militate in favor of 
more rapid progress in the business and 
accounting areas. First, the comparatively 
large-scale nature of clerical work carried 
on as part of business and control func- 
tions provides a naturally inviting oppor- 
tunity for statistical applications. Second, 
the possibility of achieving large cost sav- 
ings, either through reductions in data 
processing or through improved controls, 
provides a direct appeal to the application 
of statistical methods which is not so readi- 
ly apparent in the field of auditing. 


Accounting and Management Control Ap- 
plications 

Among the studies which have been con- 
ducted by the group to date, the following 
relate to internal accounting procedures 
and management control problems: 


1. In a small specialty steel manufacturing 
corporation, recently the subject of a 
standard cost installation, quality control 
charts were developed as a basis for the 
day-to-day investigation of performance 
variances. As a by-product of this experi- 
ment, practical procedures involving sta- 
tistical correlation techniques were used in 
evaluating the reasonableness and con- 
sistency of the cost standards. These tech- 
niques, which are relatively simple to ap- 
ply, may considerably extend the effective- 
ness of standard cost controls, by making 
it possible to evaluate variances in an ob- 
jective manner. 

2. A LIFO price index based on statistical 
sampling has been developed and employed 
to yield reductions in cost, higher quality 
results, and simplification of administrative 
problems.‘ A number of other managerial 
uses evolved for data developed from the 


4 Barry M. Rowles, “Application of Statistical Sam- 
pling Techniques to Lifo ventory Valuation,” THE 
AccounTING Review, April, 1954, pp. 244-250. 
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operation of the sampling program for 
price index purposes. These correlative 
uses include forecasting, establishing cost 
of sales determinants, and calculation of 
interim inventory turnover rates. 

3. In the case of a finance company, commit- 
ted to borrowed-capital stipulations, it is 
necessary to break down all monthly pay- 
ments into three categories of proceeds. 
This procedure is normally performed 
manually by analysis of each individual 
customer’s account and_ remittance. 
Through the use of certain statistical tech- 
niques, including correlation analysis, the 
segregation of collections into the three re- 
quired categories could be accomplished by 
analysis of something less than all of the 
monthly collections. This procedure based 
on statistics would effect a considerable re- 
duction in clerical detail, while meeting the 
requirements of the credit grantor. 

4. Another application concerns the internal 
audit of vendors’ invoices within a large 
manufacturing enterprise. The notion of 
performing an internal check on something 
less than all of the vendors’ invoices is cer- 
tainly not new. Various sampling methods 
have been employed by business firms, in 
particular circumstances, for some time. 
Moreover, a specific application of scien- 
tific sampling to this area recently has been 
reported.’ Since the case being worked on 
by the Pittsburgh group differs in signifi- 
cant respects from the reported statistical 
application as well as from other methods 
which are in current use, it may be worth- 
while to consider this particular study in 
more detail. 


The corporation studied followed the 
practice of paying vendors upon receipt 
of an invoice and after establishing the 
existence of a valid purchase order. At a 
later date, each invoice was audited for 
price, quantity, extensions, footings, freight, 
taxes, etc. 

Exploration of the problem was con- 
ducted by a team consisting of a public 
accountant, an internal auditor, an inter- 
nal statistician, and a statistical consult- 
ant. A preliminary analysis, relating his- 


5 Ruth A. Hanna, “Applying Statistics to Checking 
of Vendors’ Invoices,” N.A.C.A. Bulletin, December, 
1953, pp. 503-511. 
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torical error data to clerical cost esti- 
mates, was made to determine the extent 
to which detailed checking of invoices was 
profitable. The conclusion was that the 
cost of detailed checking of invoices under 
$1,000 was greater than the generated / 
savings to the company. The recommenda- 
tion of the team was that internal checking 
practices should be changed to eliminate 
the complete checking of invoices under 
$1,000. 

Clearly, no responsible industrial con- 
cern could commit itself to a policy under 
which invoices of less than $1,000 would 
never be checked. Because of potential 
changes in the proportion and size of er- 
rors and due to fraud considerations, some 
method of detecting changes in underlying 
conditions was needed. For this purpose, 
a statistical sampling method was devel- 
oped. Under this design, a small sample of 
invoices under $1,000 is drawn each month 
for the purpose of estimating the propor- 
tion of erroneous invoices in the universe 
together with the average dollar amount 
of the error involved. By using probability 
theory, it is possible to detect, with a 
known and controllable risk, changes in 
the universe of invoices which might war- 
rant revision in the invoice checking pro- 
cedure. 

This study is of interest in still another 
respect because it provides an example of 
how accounting judgment may be used to 
guide and control statistical applications. 
A quick appraisal suggests that this ap- 
plication may be viewed in terms of the 
usual procedures of statistical quality con- 
trol, but this appraisal requires qualifica- 
tion. An integral part of most statistical 
quality control applications is 100 per cent 
inspection of material which sample evi- 
dence reveals to be unsatisfactory. In this 
case (and in other areas of accounting and 
audit) it is usually impossible to undertake 
such screening, because elimination of the 
100 per cent audit of invoices is accom- 


224 
pani 
trai 
Furt 
doc 
proc 
the 
cont 
T 
prot 
ord 
tain 
is 
the 

| voic 
dors 
tion 
ple, 
rat 
nati 
exal 
dor 
inci 
tria 
the 
cha 
mai 
ulti 
a ty 
dor 
an 
inv 
in 
bu 
mo 
sul 
sta 
6 als 
thi 
fo 
are 
les 


panied by a significant reduction in the 
trained personnel available for this task. 
Further, the natural flow of accounting 
documents does not lend itself to selection 
procedures and methods of subdividing 
the problem typical of statistical quality 
control techniques. 

The solution to the expanded inspection 
problem hinges upon reorganizing the rec- 
ords so that careful controls are main- 
tained on errors by type and by vendor. It 
is expected that analyses will reveal that 
the bulk of errors will be located in the in- 
voices of a relatively small number of ven- 
dors. Consequently, if the initial inspec- 
tion suggests the use of an expanded sam- 
ple, particular vendors with high error 
rates will be audited on a complete exami- 
nation basis without necessarily requiring 
examination of all invoices from all ven- 
dors. In fact, after more data regarding the 
incidence of error are accumulated from a 
trial run during which both the new and 
the old systems are being used, further 
changes in sample design will probably be 
made. It is considered quite possible that 
ultimately the sample design may involve 
a two-stage process. First, a sample of ven- 
dors will be drawn on a probability basis, 
and then a sample will be drawn from the 
invoices submitted by the vendors selected 
in the first stage. 


Auditing A pplications 


Unfortunately the progress of the Pitts- 
burgh group in the audit area has been 
more limited. Available literature on the 
subject indicates that others working on 
statistical approaches to auditing have 
also made no startling advances. (Later in 
this paper some of the underlying reasons 
for the relative lack of progress in the audit 
area will be discussed in detail.) Neverthe- 
less, the following cases are encouraging: 


1. The aging of accounts receivable in de- 
partment stores has been dealt with suc- 
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cessfully. The sampling procedures devised 
for aging purposes are directed toward both 
the control and audit processes. Recogniz- 
ing that aging represents only one small por- 
tion of the total audit problem, it is none- 
theless satisfying to note that the proce- 
dures developed in the initial experiment 

are presently being put into practice by a 

number of enterprises in which the aging of 

receivables is a significant problem. 

2. An audit application has been made in rela- 
tion to physical tests of bulk inventories 
for internal and external audit purposes. 
In this case, two conclusions are significant: 
a. The external auditor decided that his 

sample should be increased, rather than 
decreased. 

b. Statistical sampling cannot vield signifi- 
cant protection to the auditor in fraud 
detection, without prohibitively large 
samples. Therefore, other audit proce- 
dures such as the customary analysis of 
internal control must still be relied upon 
heavily for the detection of fraud. Test- 
check observation of inventories can at 
best furnish a supplementary device for 
this purpose. 

3. Under circumstances in which speed was 
paramount, a successful statistical applica- 
tion was made to the evaluation of the re- 
corded book value of an inventory. The re- 
quired evaluation was accomplished, in 
large part, by statistical analyses of adjust- 
ments to perpetual records developed from 
past cycle counts. The result was a substan- 
tial reduction of the time and expense in- 
volved in establishing the reasonableness of 
the book value of inventory at a particular 
date, as compared with the more usual pro- 
cedure of making a 100 per cent physical 
count. 


Perhaps none of the above applications, 
taken alone, is of great significance to the 
auditing profession. However, consistent 
injection of objective precision and risk 
calculations into the auditor’s thinking 
and practice, as was done in each of these 
studies, can have far-reaching significance. 


® Robert M. Trueblood and R. M. Cyert, “Statis- 
tical Sampling Applied to Aging of Accounts Receiv- 
able,” The Journal of Accountancy, March 1954, pp. 
293-298. The statistical version of this study has been 
submitted to the Journal of the American Statistical 
Association. 
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Further research, together with the devel- 
opment of statistical methods which give 
proper consideration to the fundamental 
requirements of the audit viewpoint, are 
necessary before the full import of the 
statistical approach can be assessed. None- 
theless, these few cases, coupled with other 
reported applications, are gradually build- 
ing up an argument for extensive applica- 
tion of statistical techniques in the audit- 
ing field. 

An illustration of how developments in 
the over-all auditing area may be expected 
to occur is provided by the studies of ac- 
counts receivable confirmation under- 
taken by the Pittsburgh group. The con- 
firmation procedure was studied, in the 
first instance, with a view toward improv- 
ing the determination of sample size and 
for the purpose of gaining additional in- 
sight into the procedure for selecting ac- 
counts to be confirmed. The study of ac- 
counts receivable confirmation differed 
but little from the other studies in that 
each such study has been directed toward 
a specific area of audit viewed in isolation. 
However, the crux of the audit problem 
and viewpoint involves considering each 
such area as only one manifestation of an 
integrated system of internal control which 
is being subjected to examination and test. 
The results attained in one area should 
logically affect the sample sizes employed 
and conclusions drawn in other areas, inso- 
far as the results are regarded as different 
manifestations of the functioning of an 
interrelated set of controls. 

A first step toward assessing the ap- 
plicability of statistical methods to this 
broader and more fundamental aspect of 
the audit viewpoint has been made. A 
study has been initiated which points 
toward integrating the results of con- 
firmation with the results of “tests of 
transactions,” such as the examination of 
credit memos. This study is not finished, 
but the main lines of procedure seem to be 


clear. With respect to confirmation pro- 
cedures alone, it has been shown that the 
sample can be reduced considerably with- 
out receding below precision and risk levels 
believed to be satisfactory for audit pur- 
poses. Improvements in sample design in 
each area—tests of transactions and receiy- 
ables confirmation—have been achieved 
by the use of controlled probability pro- 
cedures. The study of the interrelation- 
ships between these two areas of audit 
should yield significant insight into statis- 
tical possibilities in the over-all audit sense. 


SIGNIFICANT PROBLEMS AND POSSIBLE 
DIRECTIONS OF FUTURE WORK IN AU- 
DIT APPLICATIONS OF STATISTICS 


As part of the program of research, the 
group hopes ultimately to extend the stud- 
ies of audit interrelationships even far- 
ther. Such extensions will undoubtedly re- 
quire more sophisticated tools of analysis 
than any that have been employed to date. 
However, immediate problems will re- 
quire resolution before more extensive stud- 
ies can be undertaken with any great 
promise of fruitful results. Among the 
problems requiring immediate resolution 
are: 

1. Explicit definition of errors for audit pur- 


poses. 

2. Integration of deviations found in the exam- 
ination of one area of the internal control 
system with the testing of other internal 
control areas. 

3. Determination of the degree of homogeneity 
in audit performance. 

4. Cross-evaluation of audit exceptions evolv- 
ing from various audit tests. 


Error Definition 


In auditing practice, the profession has 
not to this time met squarely the problem 
of what constitutes an error. For example, 
in relation to a confirmation reply, some 
auditors classify a response as being an 
error if the customer indicates any devia- 
tion whatsoever from the reported book 
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balance. The far more significant aspect of 
an unsatisfactory confirmation reply is, 
however, the source or the nature of the 
specific transaction to which the customer 
has taken exception. Is the reported error 
afunction of the human element, of an un- 
satisfactory system of internal control, or 
of a breakdown in a normally satisfactory 
system of internal control? When this de- 
termination has been made, how does the 
reported exception relate to or bear upon 
other segments of internal control? Specif- 
ically, are the balance-sheet or profit-and- 
loss accounts materially affected by the 
particular type of erroneous transaction? 
Until the accounting profession has clearly 
established the relative significance and 
objective interrelationship of the answers 
to these types of questions, statistical tools 
cannot be of maximum usefulness in audit- 
ing. 

In effect, the auditor must decide wheth- 
er he wishes to measure confirmation error 
in terms of defective transactions, of de- 
fective accounts, or of lapses in internal 
control. Stated more specifically, having 
received an unsatisfactory confirmation 
reply, is the auditor basically interested in 
establishing that a particular account bal- 
ance included a $10.00 defect, or is he in- 
terested in the fact that a $100.00 account 
was defective, or is he most interested in 
the fact that a failure in the internal con- 
trol system permitted a credit memoran- 
dum to be excluded from the accounts? 
The overriding interest of the auditor 
should be in the nature of the specific 
lapses of internal control which have de- 
veloped, together with the interrelation- 
ship of such lapses to other areas of con- 
trol. It should be recognized that accept- 
ance of this latter point of view may com- 
plicate the problem of devising suitable 
statistical tools for audit purposes. 


Integration 


In practice, discovery of a deviation in 
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one part of a system of internal control 
automatically leads the auditor to other 
related areas. Appraisal of the interrela- 
tionship of deviations or lapses in several 
systems of control is far more significant 
than study of isolated errors or lapses. 
These interrelationships might be referred 
to as the “integration problem.” 

Suppose, for example, that in the con- 
firmation of receivables a large number of 
exceptions resulted from breakdowns in the 
internal control system surrounding credit 
memoranda. It should then be possible to 
consider these results in determining the 
proper sample size for testing credit mem- 
oranda. In the same way, results from the 
tests of credit memoranda might aid in de- 
termining the sample that should be se- 
lected for the audit of inventory. The in- 
tegration problem has only begun to be 
attacked at this time, but there is already 
enough evidence to believe that the inte- 
gration of audit tests in various areas 
might be made more objective with the 
aid of statistical techniques. 


Audit Homogeneity 


The problem of homogeneity of practice 
can be divided into three distinct cate- 
gories: 

1. The homogeneity of procedures decided 

upon in particular audit situations. 

2. The extent to which these procedures are 

applied consistently. 

3. The comparability of the evaluation given 

to results by competent practitioners. 


The basic assumption underlying any pro- 
fessional activity is that competent practi- 
tioners would, in most circumstances, 
come to the same total decision. However, 
even though homogeneity in this sense is 
desirable, the requirement of homogeneity 
must not prohibit experimentation in prac- 
tice, if there is to be progress and improve- 
ment. Reconciliation between the require- 
ments of progress and of homogeneity in 
professional practice can (or should) be 
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attained only by constantly endeavoring 
to raise the minimum level of what can be 
regarded as acceptable practice—such 
changes in level being justified by changing 
social and business requirements and by 
advancing knowledge. In principle, statis- 
tics should be able to make an important 
contribution to this process. It must be ad- 
mitted, however, that the evidence of di- 
rect contributions to the problems of ac- 
counting and auditing homogeneity 
through statistical applications is virtually 
non-existent. 

Statistical methods for controlling ho- 
mogeneity of performance in such fields as 
appraising the condition of depreciable 
equipment have been undertaken,’ but no 
significant endeavors have been instituted 
in the fields of accounting and auditing. 
Perhaps for the purposes of this discussion 
it is sufficient to state that the expanding 
use of scientific sampling in auditing should 
influence practitioners to accept the chal- 
lenge of further codification, more com- 
plete standardization, and reappraisal of 
precision and risk considerations. A logical 
solution to the homogeneity problem 
would do much toward simplifying or re- 
solving the problem of professional liabil- 
ity. 


Cross-evaluation 


Actually, all of the three above consid- 
erations—error definition, integration, and 
audit homogeneity—represent only par- 
ticular phases of the total cross-evaluation 
and interpretation of audit results. The 
process through which cross-evaluations 
are made in reaching a final audit judg- 
ment is a complex and subtle affair. Any 
attempt to capture and state explicitly all 


7 W. Edwards Deming, ‘‘On the Sampling of Phys- 
ical Materials,” a paper read at a meeting of the Inter- 
national Statistical Institute held in Berne, 5-10 Sep- 
tember, 1949; La Revue de I’Instiiute International de 
Statistique, Vol. 50, 1950. 


of the essential features of this process in 
a meaningful fashion will undoubtedly be 
a long and difficult undertaking. 

Despite the fact that only the barest be- 
ginnings have been made in this direction, 
it is possible to venture some general com- 
ments. The notion which has been urged 
in certain quarters, that by properly evalu- 
ating and assigning weights to exceptions 
it will be possible to develop some over-all 
index number (or indicator) by which the 
effectiveness of the internal control system 
may be measured in each audit circum- 
stance, is doomed to failure. However, it 
may be possible to progress in the direc- 
tion of achieving partial categorizations 
and assigning numerical values to different 
degrees of control that exist, at any mo- 
ment, in a given control system. It may 
even be possible to analyze and assess cer- 
tain general aspects of internal control sys- 
tems as they change or alter in time. It is 
conceivable that such over-all indicators 
could be formulated in a manner which 
would provide helpful guidance in deter- 
mining the timing and extent of future be- 
havior of control systems. The complexi- 
ties of the underlying audit process are 
such, however, as to make it forever un- 
wise to consider seriously the develop- 
ment of a single statistic as a basis for de- 
termining whether or not a certificate 
should be issued. 

An approach which perhaps warrants 
more serious consideration than the use of 
an over-all index measurement is the sug- 
gested employment of models, stated in 
symbolic terms, which are suitable for logi- 
cal and mathematical analyses. The in- 
creasing use of electronic data processing 
equipment may lend impetus to this sug- 
gestion since such symbolic modes of ex- 
pression form the natural language of these 
machines. To date, however, the applica- 
tions of such machines have been directed, 
by and large, only to those aspects of ac- 
counting which are concerned with large- 
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scale clerical routines.* Applications of 
electronic devices to the conceptually more 
complex parts of accounting and auditing 
are, at best, in an embryonic state of de- 
velopment. 

As attempts are made to pass beyond 
the more simple stages of cross-evaluation 
involved in applying statistical methods, 
it will probably become necessary to em- 
ploy something akin to such models if un- 
wieldy expressions are to be avoided. 
Whether such methods can be extended 
to encompass the total audit picture re- 
mains, however, an open question. It is 
clear that such an undertaking will be dif- 
ficult, at best. The factors to be considered 
are numerous, complex, and subtle. Their 
expression will involve qualitative as well 
as quantitative factors. 

It is not intended by these remarks to 
discourage those persons who may be in- 
clined to attempt model-building. It also 
is not intended to avoid the challenge that 
developments in this direction may bring. 
It is contended here only that it is wise to 
delay extended efforts in the direction of 
model building until more experience has 
been accumulated at simpler and more 
familiar levels. 

In conclusion, it may be well to recapitu- 
late the major features of this report. The 
significant points include the importance 
of the team approach, the need for obtain- 
ing guidance from fundamental require- 
ments of accounting and auditing, and the 
necessity for proceeding in a fashion which 
protects the professional integrity of the 


§ Joseph Pelej, “How Will Business Electronics Af- 
fect the Auditor’s Work?” The Journal of Accountancy, 
July, 1954, pp. 36-44. 
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statistician, as well as that of the account- 
ant. The more rapid progress achieved in 
the areas of accounting procedures and 
management control devices, as contrasted 
with purely audit problems, has been spe- 
cifically noted. 

The need for new devices and ap- 
proaches is acute. Among those who can 
be helpful in this connection are persons 
interested in the development of mathe- 
matical models and in the application of 
electronic data-processing equipment, as 
well as statisticians and accountants. 
There are many benefits which can be 
achieved by progress in these directions. 
There is also a very real danger of poten- 
tial harm. The danger can be minimized if 
provision is made for performing the work 
in a research atmosphere which allows for 
thorough testing prior to any attempts to 
place these developments in practice on 
an extensive scale. Further, it is most im- 
portant that provision be made for ade- 
quate accounting guidance through all 
stages, from initiation to completion. 

A year ago a large part of the problem 
of applying statistical methodology to ac- 
counting control was still ahead. It is be- 
lieved that various material recently pub- 
lished is evidence that progress is being 
made. Nonetheless, practitioners, as well as 
researchers, cannot afford to view the 
further development of the statistical ap- 
proach with complacency. Only a concen- 
trated attack, by both accountants and 
statisticians, on the entire battery of ques- 
tions here raised will develop a suitable 
basis for the complete integration of sta- 
tistical techniques into accounting and 
auditing. 
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John Carrol University 
New York University 


20-30 members 
University of Massachusetts 


10-20 members 


Michigan State College 
Northwestern University 


Pennsylvania Military College 
Rutgers University 

Texas Technological College 
U.C.L.A. 

University of California 


University of Denver 


5-10 members 


Oklahoma University 
Queen’s University 

Pace College 

St. John Fisher 

San Francisco State College 


Southeastern Louisiana College 
Tennessee Polytechnic Institute 
Texas A & M College 
University of Alabama 
University of Baltimore 


Less than 5 members 


Carnegie Institute of Technology 
Centenary College of Louisiana 
Columbia University 

Dalhousie University, Canada 
De Paul University 


Drake University 

Drexel Institute of Technology 
Emmanuel Missionary College 
Evansville College 

Florida State University 


Florida Southern College 
Gannon College 

General Motors Institute 
Golden Gate College 
Harding College 
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University of Pennsylvania (82) 


Wayne University 


University of Colorado 
Western Reserve University 


University of Washington 


University of Illinois 
University of Los Angeles 
University of Minnesota 
University of Tennessee 


University of Wyoming 
Wake Forest College 
Washington University, St. Louis 


University of Maryland 
University of Miami 
University of Mississippi 
University of Missouri 
University of Portland 


University of Rochester 
University of Tulsa 
University of Utah 
University of Wisconsin 
Walton School of Commerce 


Harper College 

Hastings College 

Hofstra College 

Howard Greene School of Account- 


ing 
Husson College, Maine 


Idaho State College 

North Illinois State Teachers Col- 
lege 

Institute of Chartered Account- 
ants of Ontario 

International Accountant’s Society 

Iowa State College 


Johns Hopkins University 
Kent State University 
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Lamar College 
Long Island University 
Los Angeles State College 


Louisiana State University 
Louisiana Polytechnic Institute 
Loyola University 

McCoy College 

Memphis College of Accounting 


Metropolitan Business College 
Mississippi State College 
Montana State University 
Marquette University 
McNeese College, Louisiana 


Norwich University 

North Texas State College 
Ohio University 

Oklahoma A & M College 

Pennsylvania State College 


Providence College 

Catholic University of Puerto Rico 
Reid CPA Coaching School 
Roosevelt College 

Sal Ross State College 


St. Edwards University 

St. Joseph’s University 

San Bernardino Valley College 
San Diego State College 


Associate Memberships 


San Jose State College 


Seton Hall University 

Siena College 

Southeastern University 
Southern Illinois University 
Southern Methodist University 


Southwestern Louisiana Institute 
Spring Hill College 

Stamford 

Stetson University 

College of Steubenville 


Syracuse University 

Texas A&I 

Texas Christian University 
Texas Lutheran College 
Texas Wesleyan College 


Texas Western College 
Tulane University 
University of Alaska 
University of Arizona 
University of Buffalo 


University of Cincinnati 
University of Detroit 
University of Georgia 
University of Goettingen 
University of Houstcn 
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University of Iowa 
University of Kansas 
University of Kansas City 
University of Louisville 
University of Nebraska 


University of North Dakota 
University of Omaha 
University of Oregon 
University of Pittsburg 
University of Puerto Rico 


University of Richmond 
University of San Francisco 
University of South Carolina 
University of Toledo 
University of Virginia 


Victoria College 

Villanova University 

Virginia Polytechnic Institute 
Washington and Lee University 
Washington State College 


Western Michigan College 

West Texas State Teachers College 
West Virginia State College 
William and Mary College 
Wichita University 


Xavier University 
Y.M.C.A. Institute 
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COST OF STATE 


REPORTING AND INTERPRETING THE 


GOVERNMENT" 


RocGeER A. FREEMAN 
Special Assistant to the Governor, State of Washington 


HE LEAST KNOWN AREA in the field 
of public finance is probably the cost 
of running our state governments. 
The mystery of the cost of the federal 
government has been partly lifted in recent 
years by efforts of the U. S. Bureau of the 
Budget, particularly through the use of 
the functional approach and the publica- 
tion of the Budget in Brief, and by intelli- 
gent interpretations on the part of the 
press and civic organizations. The facts 
on city and school budgets have become 
better known and understood among 
wider sections of our public, by the adop- 
tion of simpler and more uniform stand- 
ards and terms through the help of munic- 
ipal and educational groups. But little 
has been done to drag the facts of life on 
state fiscal affairs from their obscurity. 
Occasional flashes of political claims or 
invectives create much heat but shed little 
light in the prevailing semi-darkness. 

Not that there is a lack of published 
data. By sheer bulk some of the state budg- 
ets outweigh the federal budget. But for 
all the meaning they yield to most of those 
who need and seek information, they might 
with a few notable exceptions as well be 
written in Greek. 

Madison wrote in a letter to W. T. 
Barry on August 4, 1822: 

“A popular government without popular in- 
formation, or the means of acquiring it, is but a 
prologue to a farce or a tragedy, or perhaps both. 
Knowledge will forever govern ignorance; and a 
people who mean to be their own governors, must 
arm themselves with the power which knowledge 
gives.” 


* From an address before the Ninth Annual Con- 
vention of the National Association of State Budget 
Officers, Atlantic City, New Jersey, September 14, 1953. 


How can our citizens arrive at intelligent 
decisions on vital issues of state finance 
without sufficient knowledge of the es- 
sential, pertinent facts? 

At its 1951 convention in Boston, the 
National Association of State Budget 
Officers discussed that very subject. The 
report of that meeting stated: “‘The con- 
sensus was definitely that the general pub- 
lic and large civic groups, although they 
profess interest, did not take the time to 
study and digest any material prepared 
for them.” 

Obviously there is something amiss some 
place. The public professes interest but 
pays no attention to the material prepared 
for it. There must be something wrong, 
either with the public or with the material. 

I used to be in the merchandising busi- 
ness before I was called into state govern- 
ment; I was a buyer for Macy’s for some 
years. It happened occasionally that we’d 
have some goods left which the public 
would not buy. The management had a 
very obnoxious policy in those cases: They 
never blamed the public. 

State fiscal officers need to do a little 
soul searching. With all the efforts many 
of us have put into our reports, we don’t 
seem to be able to clarify for our citizens 
the relationship between the financial plan 
and the working program of their state. 
Even our “budgets in brief’’ don’t meet the 
citizens’ demand or need for knowledge of 
the essential facts on state government. 
We confuse disclosure with information 
and publish abbreviated transcripts of our 
books. 

Turner Catledge, the managing editor 
of the New York Times, recently de- 
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scribed in a speech what may be needed: 
“A new responsibility has been added to 
that of collecting and presenting the facts. 
I refer to the responsibility of explanation. 
Explanation and interpretation are, in- 
deed, new dimensions of the news.” 

Some governmental units—not state 
governments—have gone to the other ex- 
treme. They have hired publicity experts 
and have prepared fancy multi-colored 
pamphlets. Some of those reports remind 
me of a Bikini bathing suit: What-it reveals 
is suggestive; what it conceals is vital. 

Years ago, corporation annual reports 
were like our abbreviated budgets: terse, 
technical, forbidding documents. But some 
companies would not accept “stockholder 
ignorance” or “stockholder indifference” 
as unconquerable. They went to a great 
deal of trouble to find out what the people 
wanted to know—and what they would 
read. Have you seen recent annual reports 
of major industrial corporations? They are 
attractive and informative, and invite 
reading. ‘‘More people are today reading 
annual reports and many more have gained 
a better understanding and appreciation 
of our American enterprise system through 
seeing company reports in a school or pub- 
lic library,”” commented the Financial 
World, which grades 5000 reports each 
year and awards ‘Oscars of Industry” for 
the best stockholder reports. Business is 
vitally concerned over its lines of com- 
munications to the public. It wonders, as 
Fortune in a much-read article in Septem- 
ber 1950 expressed it, ‘Is Anybody Listen- 
ing?” 

Government is under even greater obli- 
gation to share its information with its 


‘Compare: Thomas H. Sanders: Company Annual 
Reporis, Boston, Division of Research. Graduate School 
of Business Administration, Harvard University, 1949, 
pp. VII and 85. 

* Dun’s Review and Modern Industry, January 
1954, carried an article by Maurice Graney which 
stated: “Not since the early thirties has business been 
So troubled by the gap between it and the rest of our 
society.”” 


“stockholders.” It can be done and the 
public will read it if it’s done the right way. 
The State of Washington made an at- 
tempt in 1952 with a 96-page booklet on 
state finances, “Your Dollar’s Worth of 
State Government”’; it was well-received, 
much-read, had to be reprinted and made 
a strong and lasting impact.* 

What’s wrong with most state fiscal re- 
ports? They consist largely of technical 
terms and figures. Figure statements mean 
something to people who are used to work- 
ing with them eight or more hours a day. 
But to most others they are dull, even 
frightening. We must translate figures into 
a language which non-technical people can 
understand. The real trouble lies, I believe, 
in the approach: Fiscal officials view the 
budget from their own angle, not from the 
public’s angle. From where they sit the 
budget has two sides: revenues and ex- 
penditures. That’s not the way the public 
looks at it. 

What the public puts into state govern- 
ment is taxes; what it gets back is not ex- 
penditures but services. Service to people 
is the ultimate purpose of government; 
and people are more interested in people 
than in anything else. They prefer a ‘“‘ren- 
dition of the melody, to a copy of the music 
score.” 

The high point of a corporation annual 
report is the chapter that talks about the 
dividends, the return which the stockhold- 
er gets on his investment. A state can’t ex- 
press its dividends in dollars per share. 
The dividends which the taxpayer gets 
on his investment are not “‘per capita ex- 
penditures.” The dividends are children 
educated, aged and disabled supported, 
patients in hospitals cared for or cured, 
handicapped made self-supporting, high- 
ways constructed and maintained, roads 
patrolled and accidents prevented, etc. 


THE AccounTING Review, April 1953 (book 
review section, page 306) and Public Relations Journal, 
April 1953. 
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“Since the appropriations are no meas- 
ure of the success of services rendered by 
the budgetary unit, a possibility exists 
that some method of correlating services 
rendered with appropriations eventually 
will be secured. This has been accom- 
plished in general accounting by compari- 
son of revenues with costs to determine 
whether an enterprise is profitable.’ 

We must build a bridge between the $5 
million it costs to operate a mental hospi- 
tal and the $2.50 a day it costs to feed, 
clothe, house, and treat each of the 5,500 
mental patients in it; between the $100 
million we appropriate for schools, and the 
number of children enrolled, teachers 
needed, average teachers’ salaries, etc. 

The most important lesson a state fi- 
nancial report can and should drive home 
is that taxes are payments for services 
which we buy collectively through govern- 
ment. The way to cut the bill is to order 
less. 

Now, most of this is not new. It is basic- 
ally the philosophy of the “performance 
type” budget based on functions, activi- 
ties, and services, which the Hoover Com- 
mission recommended years ago. Some 
states have been working toward it. But 
progress has been very slow. It has not yet 
reached the stage where the people who 
should have the information get the real 
benefit from it. 

No matter how much narrative we have, 
or how many graphs, a financial report 
must contain many figures. But... “A 
set of figures doesn’t mean much unless it 
is thrown up against another set of figures 
for comparison.’ 

Suppose a farmer told us that his wheat 
field yielded 30 bushels per acre last year. 
That means no more to us than if he said 


* Leo Herbert, “Comparison between Governmental 
and General ACCOUNTING REVIEW, 
October 1948, p. 4C0. 

§ John Paul Jones, The Modern “4 's Handbook, 
New York, Rinehart & Co., 1949, p. 2 


20 or 40 bushels, unless we know how much 
his neighbors got per acre, or maybe the 
average wheat farmer in the county or 
state. 

The human brain cannot absorb series 
of unrelated figures without a yardstick 
by which it can judge them. What is a 
yardstick of state costs? Since there is no 
objective standard, comparisons are the 
only means of arriving at relative judg- 
ments. The only comparisons we show in 
our budgets are data for the preceding 
year or biennium. What makes last year a 
standard? Maybe it was too much because 
that interest group had a glib advocate, or 
maybe it was too little because the head of 
that department incurred the wrath of the 
chairman of the appropriations committee. 
“‘The assembly of a mass of financial data 
is of no avail unless the professional or 
amateur analyst can look past the figures 
and recognize the major forces which have 
produced the ends.’ 

How do corporate managers, bankers, 
investors, or creditors evaluate the finan- 
cial and operating data of a company? 
Through the industry approach. Trade as- 
sociations serving management, invest- 
ment services, and credit bureaus prepare 
industry surveys in which they show vari- 
ous ratios and percentages of the com- 
panies in the same line of industry side by 
side. That is one of the most useful and 
informative services they render their 
clients. 

Can we compare financial data of vari- 
ous states? The Committee on Uniformity 
of Reporting Revenues and Expenditures 
of the National Association of State Budg- 
et Officers reported in 1949—‘‘At the 
present time state budget systems and 
accounts present a bewildering variety 
when comparisons are attempted.” Any- 
body who has ever tried has found out that 


* N. Loyall McLaren, Annual Reports to Stockholders, 
New York, The Ronald Press Co., 1947, p. 281. 
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interstate fiscal comparisons cannot be 
based on our present state budgets or fi- 
nancial reports. States may use the same 
terms—but those terms don’t always mean 
the same things. It is as Humpty-Dumpty 
said, ‘‘When I use a word, it means just 
what I choose it to mean, neither more nor 
less.” “The questions is,” said Alice, 
“whether you can make words mean so 
many different things.”’ 

In state accounting we can. The same 
term may mean 48 different things in the 
48 states. No two states use the same sys- 
tem of funds, departmental organization, 
or account classification. Some states in- 
clude federal grants-in-aid in their budg- 
ets, and some don’t; some include agen- 
cies which are supported from license fees 
and user charges, and some don’t; some 
count transfers of funds to other state 
agencies as expenditures, and some don’t; 
some include certain revolving or trust 
fund operations, and some don’t; some list 
debt retirement or tax refunds as expendi- 
tures, and some don’t; some include pro- 
prietary enterprises, and some don’t.’ 

Legislative study committees which try 
to investigate major areas of state opera- 
tion often attempt to obtain interstate 
comparisons. They know that there is no 
better way to judge a state’s work program 
than to view it in the light of the standards, 
practices, and experiences of some of the 
other states. They usually base their reve- 
nue and expenditure data on the only 
source which is now available for such in- 
terstate comparisons—the statistics of the 
U. S. Bureau of the Census. The Census 
Bureau has for many years gathered finan- 
cial statistics of states. It pays no atten- 
tion to fund or agency breakdowns but 
reclassifies revenues and expenditures by 


"It is well known that workman’s compensation, in- 
Surance, and liquor stores are operated by some states; 
it is less well known that a bank, mill and elevator, ce- 
ment plant, and mineral water bottling are among state 
enterprises, 


functions—education, public welfare, high- 
ways, public safety, natural resources, 
health and hospitals, etc. 

The Government’s Division of the Bu- 
reau of the Census is doing an excellent job 
with the limited means at its command. 
It has maintained the program at a high 
level though its staff was cut to less than 
half the size it was six years ago. It was 
particularly unfortunate that the Census 
of Governments which was scheduled to be 
undertaken in 1952 had to be cancelled 
(for the first time in almost 100 years) be- 
cause Congress refused to appropriate the 
necessary funds. 

The Census Bureau shows as state ex- 
penditures all payments made by agencies 
and instrumentalities of state govern- 
ments, including self-sustaining, proprie- 
tary and insurance and trust fund opera- 
tions, monopoly systems, and independent 
authorities. That is the total of all external 
disbursing transactions of state govern- 
ments. Jt is not the cost of state government. 
The liquor purchases of a state monopoly 
system, for example, are a disbursement 
of state funds, but they don’t constitute 
cost of government. 

There have been several instances where 
newspapers or civic groups commented— 
in perfectly good faith—on disbursement 
totals shown in Census Bureau statistics 
as if they represented the cost of state 
government. Some of the resulting pub- 
licity proved quite embarrassing to the 
state officials involved. It happened in 
Washington, in Pennsylvania, and in some 
other states. 

There is a widespread, legitimate de- 
mand for interstate comparisons of the 
cost of state government, which cannot 
be satisfied from any presently available 
source. It seems that the fiscal officers of 
the states could render a very valuable 
service by defining ‘‘cost of state govern- 
ment” and agreeing on a uniform system 
of reporting it. 
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Six years ago the National Association 
of State Budget Officers set up a committee 
to explore the possibilities of uniform finan- 
cial reporting. The committee held several 
meetings between 1947 and 1949. It has 
not been active since. “Its members felt 
that they were up against an unsolvable 
problem; that, though Association mem- 
bers might agree on a set of standard classi- 
fications, so many changes in state laws 
would be necessary that the ultimate goal 
could not be reached.” 

To design a standard state accounting 
system would be the most desirable way to 
accomplish uniformity of reporting. But 
it would at best take many years to have 
it adopted by all states.* The other pos- 
sibility is to continue with our diverse ac- 
counting systems and reclassify their prod- 
ucts to fit uniform reporting require- 
ments. That is a clumsy and laborious 
method. But it may be the only practical 
way at this time. 

Experience in other fields has shown that 
uniform reporting often leads eventually 
to uniform accounting. No law forces in- 
dustrial enterprises to use uniform ac- 
counting. But they must submit uniform 
reports to the Securities and Exchange 
Commission, the Internal Revenue Serv- 
ice, stock exchanges, credit bureaus, and 
regulatory commissions. Most of them 
gradually adjust their books to fit those 
reporting requirements. 

The American Institute of Accountants 
and the American Accounting Association 
have promulgated certain generally ac- 
cepted accounting principles. Many in- 
dustries have gone farther than that. They 
realized that uniform accounting could 
produce an extremely useful management 
tool and adopted standard terminology 
and classification. Department store execu- 


§ The National Committee on Municipal Account- 
ing did design a uniform accounting system for cities; 
but cities have proven far more ready to change to bet- 
ter and more modern procedures than states. 


tives from coast to coast virtually live 
with the analysis of department store op- 
erating data which the National Retail 
Dry Goods Association publishes each 
year. 

Can governments agree on uniform pro- 
cedures? A large number of uniform state 
laws, particularly in the fields of commer- 
cial law and crime control, have found 
their way onto the statute books of many 
states since 1892 under the sponsorship of 
the National Association of Commissioners 
on Uniform State Laws and the Council of 
State Governments. 

Can that be done in the field of financial 
statistics? In the summer of 1953 the 
Canadian provinces agreed on a uniform 
system of financial reporting. 

Can the American states do likewise? 
Federal aid departments must now follow 
uniform standards in some of their statis- 
tical reporting. May we not assume that 
states will be able to agree among them- 
selves on a mutually beneficial program 
without federal compulsion? 

State legislators may be more agreeable 
or even enthusiastic over the idea of uni- 
formity than we think. They find it more 
difficult to grope their way through state 
financial reports than budget and finance 
people. They are hard pressed and ear- 
nestly striving for intelligent decisions on 
the allocation of the available resources, 
and need more and better information. 
Initiative and leadership for such a pro- 
gram must obviously come from the fiscal 
officials. 

I should like to discuss ways to stimulate 
such action after I have covered another 
essential point of understandable financial 
reporting—the use of common denomi- 
nators. 

The amounts we are dealing with are 
so enormous that they defy the under- 
standing of people who are not used to 
wading casually through hundreds of 
millions of dollars. Multi-digit figures can 
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be reduced to manageable size by the use 
of per capita data. For purpose of com- 
parison between states or over a period 
of years, however, it is preferable to ex- 
press revenues and expenditures in percent 
of the income of the residents of the state 
(state income payments). State taxes of 
$60 per capita impose a lighter burden in 
a state with a per capita income of $2,000 
than in a state with an average income of 
$800. Public welfare expenditures of $15 
per capita don’t mean the same thing ina 
state with an average weekly wage of $46 
and a state with a wage of $86. Most im- 
portant though, per capita taxes or ex- 
penditures of $60 in 1952 are not the same 
as $60 in 1940. 

All these variables—the different in- 
come levels and financial capacities of 
states and the shrinking value of the dol- 
lar—are automatically considered when 
we express taxes and expenditures in per- 
cent of state income payments. It seems 
to be the most effective way of presenting 
the huge sums in their right perspective 
for either historical or interstate compari- 
sons. What counts is not how many mil- 
lions of dollars we pay in taxes but how 
large a share of our income we have to 
shell out. Just as we say that we spend 29 
per cent of our income for food, 21 per 
cent for housing and household operation, 
9 per cent for clothing and 4 per cent for 
recreation, we may say that we spend 6.2 
per cent of our income to buy certain 
services through our state governments 
... 1.6 per cent for education, 1.3 per cent 
for highways, —.9 per cent for public 
welfare, etc. 

Over-all comparisons of the size of state 
expenditures need to be supplemented 
with a description of the relative share of 
financial responsibility borne by state 
and local governments in each state. Cost 
accounting should provide a variety of 
unit data—how much it costs to educate a 
child, to maintain a patient in a hospital, 


to build a mile of concrete road, to process 
a tax return, to patrol 100 miles of high- 
way, etc. Those unit data have of course, 
only limited value for interstate com- 
parisons until we can establish quality 
standards and uniform methods of cost 
accounting. 

While those standards of cost account- 
ing are a desirable objective, it seems that 
priority should be accorded to a project of 
uniform reporting of revenues and expend- 
itures. A committee of the National Asso- 
ciation of State Budget Officers could de- 
velop basic concepts and then draft uni- 
form reporting rules. 

To agree on a pattern of uniform re- 
porting is not just a question of compro- 
mising on some accounting rules. Uniform 
reporting may in some cases result in an 
expenditure total which is several hundred 
million dollars higher than that shown in 
the present state budget. That will take a 
lot of explaining to the newspapers and to 
the public. 

Two principles should guide a uniform 
financial reporting system: 

1) It should be comprehensive. 

2) It should strive to achieve comparability 
between states according to substance 
rather than according to legal form. 

The summary statement might be 
fashioned after the consolidated statement 
of a corporation with many subsidiaries 
which are engaged in a great variety of 
activities, and which are wholly or par- 
tially controlled by the parent company. 
The reporting system should include all 
agencies and instrumentalities created by 
the state for state purposes, whether or 
not they are subject to legislative appro- 
priation, gubernatorial control, or quar- 
terly allotments by the budget office. 

The Census Bureau code is an excellent 
starting point. A series of adjustments will 
be necessary to exclude non-cost disburse- 
ments and bring various classifications into 
conformance with cost concepts. 
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Some items may cause little or no diffi- 
culty. The Census Bureau treats state 
employees and teachers’ retirement sys- 
tems as “trust fund operations.”” Most 
fiscal officials will probably regard state 
contributions to retirement systems as 
cost expenditures. 

The treatment of so-called self-sustain- 
ing activities may not be so easy to settle. 
Many regulatory agencies in the field of 
public utilities, banks, insurance com- 
panies, professions, agriculture, game and 
fish, recreation, motor vehicles, driv- 
ers, etc., are financed from license fees 
or direct service charges, and receive no 
support from general tax revenues. But 
they use the police power of the state and 
are carried on as governmental functions. 
They probably constitute ‘“‘cost of gov- 
ernment.” 

Several states have created authorities 
to construct state office buildings or other 
public works from the proceeds of revenue 
bond issues. Other states finance those 
undertakings from current funds or by 
issuing regular state bonds. Is there a 
basic difference to the citizen between the 
two methods? Is a state office building con- 
structed from current funds “‘cost of state 
government,” while an authority-financed 
building is not? Is state aid to districts for 
public school construction “cost of gov- 
ernment,” while construction of school 
buildings by a state authority is not? Are 
self-sustaining state insurance systems for 
workmen’s compensation and disability 
cost of state government? 

In recent years it has become increas- 
ingly popular to create state highway 
authorities for the construction of toll 
roads and bridges. Some states are now 
doing the greater part of their road build- 
ing through authorities. Are those authori- 
ties part of state government or are they 
independent self-sustaining enterprises? 

It may not be easy to solve those con- 
troversial questions to everybody’s satis- 


faction. It is to be hoped, though, that an 
agreement will be reached and a start 
made soon toward uniform reporting, al- 
though the system may not be perfect in 
the beginning. It will be helpful to consult 
with banking and investment groups, 
Financial Analysts Societies, the American 
Institute of Accountants, the Controllers 
Institute of America, the Municipal Fi- 
nance Officers Association, and the Na- 
tional Association of State Treasurers, 
Auditors, and Controllers. 

Investors have for a long time com- 
plained about the lack of information on 
governments. A recent text book stated: 

“Another significant difference between pri- 
vate and public securities is sufficiently important 
to merit consideration. Private corporations 
publish information that is comparable, and, 
subject to numerous qualifications, can be readily 
interpreted. For some industries: railroads, elec- 
tricity, gas, telephone, automobiles and steel 
among others, there is available industry-wide 
information. The investor can compare the fig- 
ures as a whole. It is difficult and frequently im- 
possible, to make such comparisons in the field of 
public securities. Budgets are bulky and complex 
documents. . . . The investor has little grist for 
his analysis mill.” 


Most states depend for their major 
improvement programs on the investment 
market. It would be in the states’ interest 
to make available to investors the kind of 
information which they are used to getting 
from other applicants for funds. 

We may expect some dragging of feet 
or more or less passive resistance beyond 
the traditional inertia and opposition to 
change in state government. Some groups 
will not be in favor of uniformity for fear 
that interstate comparisons may not sup- 
port their claims for higher appropria- 
tions. Some officials will be less than 
eager to support the idea of more widely- 
understood reports because budgets and 
budget requests could be studied and 


® Julius Grodinsky, Invesimenis, The Ronald Press 
Company, New York, 1953. 
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analyzed by more people, more closely, 
and more critically, if new avenues for 
forming judgments were opened up. Some 
halos may fade if true facts become avail- 
able. Some jobholders might feel less se- 
cure if procedures were simplified. 

It will be helpful to enlist the support 
of the press and civic groups. I have no 
doubt that they will welcome and aid 
efforts to improve state reporting. They 
have long demanded more meaningful and 
understandable information on govern- 
mental costs. Close cooperation between 
the National Association of State Budget 
Officers, the staff of the Council of State 
Governments, the Bureau of the Census, 
and the U. S. Bureau of the Budget could 
produce tangible results within a reason- 
able time. 

State fiscal offices submit more minute 
details to legislatures than corporations 
give to their boards of directors or to their 
stockholders. But corporation manage- 
ment receives more significant informa- 
tion to guide it in its policy determination 
than our governors, our legislators, and 
our citizenry. 

It is to be hoped that a project for 
more uniform and understandable state 
reporting will be undertaken. It would 
aid our elected representatives in their 
task of intelligently allocating the avail- 
able resources and also create better pub- 
lic understanding and promote greater 
citizen participation in the affairs of state 
government. Both of these objectives 
would strengthen the position of the states 
as integral parts of our federal system. 


POSTSCRIPTUM 


The following resolution was adopted at 
the Ninth Annual Convention of National 
Association of State Budget Officers, 


Atlantic City, New Jersey, September 17, 
1953. 
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III. UNIFORM REPORTING 


“The National Association of State Budg- 
et Officers recognizes the need for com- 
parative figures on public revenues and 
expenditures. The pioneering work in this 
field by the Bureau of the Census repre- 
sents a step in the right direction. Because 
of variation in definitions and interpreta- 
tions, however, available information has 
only limited use. To take a first step to- 
ward remedying this situation, the Asso- 
ciation requests the Council of State 
Governments to explore further possibili- 
ties in this field by preparing a summary 
tabulation of state expenditures for the 
most recent available year, in the following 
fields: 

A. Highways 

B. Education 

C. Social welfare including the five 

major categories and other types of 

assistance 
with as much detail as possible in the 
principal breakdowns of subdivisions with- 
in each of these. Local expenditures should 
be shown wherever appropriate and pos- 
sible. When available in preliminary form, 
copies of these tabulations for each state, 
along with appropriate definitions and ex- 
planations, should be sent to the respective 
state budget directors for their review and 
comments. When these have been returned 
and analyzed by the Council, it will pre- 
pare, if feasible, summary tables for the 
above functions for all 48 states which 
should be distributed to all state budget 
officers.” 


The project was assigned to a special 
committee of the National Association of 
State Budget Officers, headed up by T. 
Norman Hurd, Director of the Budget of 
the State of New York. 
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PUBLIC ACCOUNTING IN THE 


UNITED STATES, 


1896— 


1913 


James Don EDWARDS 
Assistant Professor, Michigan State College 


HE first legal recognition of the certi- 
fied public accounting profession 
took place during the period 1896- 
1913, along with many other features 
which aided the evolutionary development 
of the profession. This paper deals with 
some of the early firms, still in existence, 
which have since acquired national reputa- 
tions. The expansion of accounting educa- 
tion will be discussed as well as the organi- 
zations which were formed. 


FIRST C.P.A, LAW AND 
OTHER LEGISLATION 


New York Legal Recognition 


After the failure to get the legislature of 
the State of New York to pass public ac- 
counting legislation in 1895, the American 
Association and the Institute of Book- 
keepers and Accountants united behind 
the Institute’s bill from which the restric- 
tive provision, which would have permit- 
ted only certified public accountants to 
practice public accounting, had been de- 
leted. 

The next year, the Association ap- 
pointed a committee of three to press for 
the Institute’s bill. Its members were 
Frank Broaker, William Sanders Davies, 
and James Yalden. Mr. Davies stated that 
he worked for the bill only in New York 
City, that James Yalden was inactive, but 
that Frank Broaker spent nearly all his 
time in Albany and that without his ef- 
forts and that of his partner, Mr. Richard 
M. Chapman, of the firm Broaker and 
Chapman, the bill would not have passed 
on April 17, 1896.' 
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The following is the text of the first 
C.P.A. law enacted: 


Chapter 312. Laws of 1896 
Passed Assembly 3 April, 1896; Passed Senate 
7 April, 1896. 
Signed by Governor 17 April, 1896 
State of New York 


An Act to Regulate the Profession of Public Account- 
ants. 

The people of the State of New York, represented in 
the Senate and Assembly, do enact as follows: 

Section 1. Any citizen of the United States, or person 
who has duly declared his intention of becoming such 
citizen, residing or having a place for the regular trans- 
action of business in the State of New York, being over 
the age of twenty-one years and of good moral character 
and who shall have received from the Regents of the 
University a certificate of his qualifications to practice 
as a public expert accountant as hereinafter provided, 
shall be styled and known as a Certified Public Account- 
ant; and no other person shall assume such title, or use 
the abbreviation C.P.A. or any other word, letters or 
figures, to indicate that the person using the same is such 
Certified Public Accountant. 

Section 2. The Regents of the University shall make 
rules for the examination of persons applying for certifi- 
cates under this act, and may appoint a board of three 
examiners for the purpose, which board shall, after the 
year eighteen hundred and ninety-seven, be composed 
of Certified Public Accountants. The Regents shall 
charge for examination and certificate such fee as may 
be necessary to meet the actual expenses of such exami- 
nations, and they shall report annually their receipts 
and expenses under the provision of this Act to the State 
Comptroller, and pay the balance of receipts over ex- 
penditures to the State Treasurer. The Regents may re- 
voke any such certificate for sufficient cause after writ- 
ten notice to the holder thereof and a hearing thereon. 

Section 3. The Regents may, in their discretion, waive 
the examination of any person possessing the qualifica- 
tions mentioned in Section 1 who shall have been for 
more than one year before the passage of this Act, prac- 
ticing in this State on his own account, as a public ac- 
countant, and who shall apply in writing for such cer- 
tificate within one year after the passage of this Act. 

Section 4. Any violation of this Act shall be a mis- 
demeanor. 

Section 5. This act shall take effect immediately? 


1 Norman E. Webster, “Background of the New 
York State C.P.A. Law of April 17, 1896, and Its Sub- 
sequent Amendments,” in The New York State Society 
of Certified Public Accountants Fiftieth Anniversary, 
New York: The New York State Society of Certified 
Public Accountants, 1947, p. 33. 

2.N. Y. Laws, 1896, Ch. 312. 
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This was the first legislation in the 
United States to create the professional 
designation “Certified Public Account- 
ant.”* 

Acting under the authority of this act 
the Regents of the University of the State 
of New York appointed Frank Broaker, 
C. E. Sprague, and Charles Waldo Haskins 
to be the first board of examiners under the 
new Public Accountants Act.‘ The follow- 
ing conditions had to be met by each candi- 
date before a certificate could be issued 
under the rules of conduct. He must be at 
least twenty-five years of age with three 
years’ satisfactory experience in the prac- 
tice of accounting, one of which shall have 
been in the office of an expert public ac- 
countant. The examinations were to cover 
the theory of accounts, practical account- 
ing, auditing, and commercial law.’ 

The examinations were given under the 
auspices of the New York State Board of 
Regents by an appointed board of ex- 
aminers from the public accountancy pro- 
fession. These examinations were under 
the control of the administrative board of 
all the educational facilities of the State of 
New York. 


Efforts at Federal Regulation 


Many of the prominent practicing pub- 
lic accountants in these years felt that the 
profession of accountancy needed federal 
recognition and regulation. They based 
their argument largely on the fact that ac- 
countancy was to a very large extent in- 
terstate. All of the large firms of public ac- 
countants, the arguments went, practiced 
in more than one state—in some cases in 
foreign countries. If the accountant re- 


_*C. W. Haskins and E. W. Sells, The First Fifty 
a 1895-1945 (New York: Privately Printed, 1947), 


“Accountanc in the States,” The Accountant, June 
1896, p. 504. 

Charles W. Haskins, Accountancy; Its Past and 
Present, an address delivered before the American In- 
a of Accountants, January 25, 1900 (unpublished), 
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ceived recognition from the national gov- 
ernment, he would be able to practice in 
interstate commerce uninterrupted. The 
profession desired a license which all states 
would recognize. 

It was pointed out by Mr. Sells that no 
such confusion existed in the practice of 
the professions of law and medicine neither 
of which, generally speaking, was of the 
same interstate character as that of the 
profession of accountancy.® 

The difficulty of getting the Congress of 
the United States to take action on legisla- 
tion pertaining to one profession was one 
reason for not pushing for federal legisla- 
tion. Then, too, several states—for exam- 
ple, California, Pennsylvania, Florida, 
and Maryland—had C.P.A. legislation in 
force, and Congress would be very reluc- 
tant to pass a law which might invade 
states’ rights. Therefore, the idea of secur- 
ing Congressional action on professional 
accountancy was given up or failed to gain 
acceptance. 


Legislation in Other States 


After the passage of the New York Act, 
public accountants in other states sought 
their own state laws. The accountants in 
New York were eager to forward informa- 
tion on their Act and give assistance to 
other state organizations. The Pennsyl- 
vania law was enacted in 1899; the Mary- 
land law in 1900; the California law in 
1901; the Illinois and the Washington laws 
in 1903; the New Jersey law in 1904; and 
the Florida and Michigan laws in 1905. 

Additional state legislation recognizing 
the accountancy profession was passed in 
Colorado in 1907; in Georgia, Connecticut, 
Ohio, Louisiana, and Rhode Island in 
1908; in Montana, Nebraska, Minnesota, 
Massachusetts, and Missouri in 1909; in 
Virginia in 1910. Then in 1911 West Vir- 


6 C. W. Sells, ‘““The Accountant of 1917,” The Jour- 
nal of Accountancy, February, 1907, p. 298. 
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ginia and in 1912 Vermont passed their 
laws. The next year Nevada, North Caro- 
lina, North Dakota, Oregon, Tennessee, 
and Wisconsin succeeded in obtaining 
C.P.A. legislation. 

In each of these states the accountants 
banded together in a society, and the so- 
ciety in each state was affiliated with the 
American Association. By the end of the 
first decade of the twentieth century, 
there were about one thousand members 
of the Association. 


First Violation of C.P.L. Law 


In 1898 the first violator of the New 
York C.P.A. law was brought into court. 
The suit resulted from the publication of 
the following advertisement in a New 
York newspaper. This incident happened 
even before any other state had enacted a 
C.P.A. law. 


Accountant—a certified public accountant, 
highly recommended, will write up books, pre- 
pare trading accounts, make investigations etc., 
terms, $6 per diem, or accept permanent situa- 
tion with firm or corporation—Certified Account- 
ant, Herald.’ 


Authorities checked to find out that this 
advertisement had been inserted by a Mr. 
John Fenton. He pleaded ignorance of the 
1896 Act as passed by the New York Legis- 
lature and offered a full apology. Further, 
he stated to the authorities that he was a 
member of the Society of Accountants and 
Auditors of England, but after a check had 
been made, his name was not found among 
the list of members. 

When Fenton appeared in court he 
pleaded guilty to the charge of using the 
professional designation “Certified Public 
Accountant” without having been licensed 
to practice by the New York State Board. 
He was fined $35.00 or ten days in jail for 
the violation. The conviction of the viola- 


“Accountancy in the States,” The Accountant, 
April, 1898, p. 349. 


tor of this law was made only nine days 
after the violation.® 


C.P.A. EXAMINATIONS, CERTIFICATION, 
AND PROFESSIONAL EXPANSION 


Analysis of First C.P.A. Examination 


The first examination was given by the 
New York Board of Examiners on Decem- 
ber 15 and 16, 1896. 

The first section of the examination on 
the theory of accounts was given on De- 
cember 15, 1896—9:15 a.m. to 12:15 Pm, 
The candidates had to answer five specific 
questions and any five of the other ques- 
tions. The first question pertained to the 
essential principles of double-entry book- 
keeping as contrasted with single-entry. 
This section of the examination contained 
questions asking the candidate to distin- 
guish between accounts—Revenue ac- 
count, Trading account—and to define 
such terms as fixed assets, cash assets, 
stock, capital, and loan capital. 

Practical accounting was given in the 
afternoon from 1:15 to 4:15 p.m. The 
candidate had to answer two specific ques- 
tions and had a choice of any two of four 
other questions. 

The first question required a statement 
of affairs, and the second question was a 
partnership problem. These two questions 
had to be answered. 

The third problem concerned the open- 
ing of the books of a company after the 
company had been purchased at a re- 
ceiver’s sale. A balance sheet was to be 
made from the ledger accounts. Problem 
number four was a partnership liquidation 
problem. The fifth problem was a foreign 
exchange problem, and the sixth was a 
joint venture problem. 

The auditing examination was the fol- 
lowing day from 9:15 a.m. to 12:15 P.M. 
Ten questions had to be answered by the 


Ibid., p. 349. 
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candidate, five required, and a choice of 
five from seven remaining questions. These 
questions pertained to the duties of an 
auditor, and the principal points to which 
an auditor should direct his attention 
while auditing a corporation. The exami- 
nation then went into specific questions 
in regard to auditing cash payments and 
receipts as well as other specific audit pro- 
cedures. 

The examinee had to make a grade of 75 
out of 100 on each section of the examina- 
tion to receive a passing grade. The exami- 
nation seemed to cover the functions 
which the public accountant performed 
during the 1890’s. 

The present-day C.P.A. examination 
covers the same areas mentioned in the 
sections of this first examination. The cur- 
rent examinations cover a longer period of 
time (two and a half days) with longer 
sessions than did the first examination. 
The technical portion of the test has been 
set at the level of a senior accountant. 
Thus, the emphasis now is on accounting 
matters with much less time devoted to 
bookkeeping. 

As a result of the first examination held 
under the auspices of the Regents of the 
State of New York under the authority 
granted in the first C.P.A. law, fifty-six 
certificates were issued. The records of the 
American Institute of Accountants show 
that all of these certificates were issued by 
waiver. In fact, it was two years later be- 
fore a certificate was issued upon examina- 
tion, evidently because the examination 
papers were unsatisfactory. Some account- 
ants at this time began to refer to the 
C.P.A. as a degree. Webster says that “de- 
gree’ was used because the certificates is- 
sued were from the State Board of Educa- 
tion of New York, and secondly, the ini- 
tials were written after the name as are the 
letters of academic degrees. As generally 


* Letter from Norman Webster, Chairman of the 


History Committee of the American Institute of Ac- 


understood, it was not a degree but a certif- 
icate of professional proficiency. Mr. 
Frank Broaker (Broaker & Chapman) was 
issued Certificate No. 1; Mr. Chapman, 
partner in the same firm, Certificate No. 2; 
Mr. Sanders Davies, Certificate No. 4; 
and certificates were also granted to 
Messrs. James T. Anyon and S. Lever, 
both with Barrow, Wade, Guthrie and 
Company of New York.’° 


Examinations—Thirty Boards 


Twentieth century accountants were 
not satisfied with the method of examining 
candidates for the certificate. There was 
little uniformity in the requirements of 
the various state boards, of which there 
were thirty in 1913, and it was felt by some 
members of the profession that the C.P.A. 
examinations did not deserve to rank 
along with examinations in law and medi- 
cine." 

The following extract from an editorial 
in the July issue of The Journal of Account- 
ancy reflects the opinion of the profession: 


It has long been a reproach to the Accountancy 
profession in the United States that the examina- 
tions proposed for admission into the profession 
are exceedingly elementary and in no way com- 
parable with the examinations for admission into 
the other learned professions. The examinations 
everywhere consist of questions in four subjects: 
theory of accounts, practical accounting, audit- 
ing, and commercial law. The questions in com- 
mercial law can readily be answered after a few 
days “cramming” from some elementary text- 
books, such as White or Gano. The auditing ques- 
tions require a mastery of Dicksee’s auditing and 
little more. The theory of accounts examination 
usually asks of the candidate a number of ele- 
mentary definitions, for example, “What is a 
consignment account,” “Define and differentiate 
real and nominal accounts or controlling and 
specific accounts”; or such a question as this is 


countants, to James D. Edwards, dated October 16, 
1951. 


10 “Accountancy in the States,” The Accountant, Jan- 
uary, 1897, p. 99. 

il Edward S. Meade, “Established Preliminary Ex- 
aminations in Law and Economics,” The Journal of Ac- 
countancy, January, 1907, p. 193. 
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asked “State briefly the proper manner of con- 
ducting the following kinds of accounts: Bills re- 
ceivable, Bills payable, Shipment accounts.” 

These are questions in bookkeeping, and their 
answer demands no very high order of intellectual 
attainment. The questions in practical account- 
ing are of a different nature. They are almost 
without exception, problems of simple arithmetic 
which the student is required to express in “‘tech- 
nical form.”” The problems themselves ordinarily 
present not the slightest difficulty, provided the 
meaning of the examiners can be clearly deter- 
mined. Their expression is generally a matter of 
taste. A variety of methods are available if the 
examinee selects one which may or may not suit 
the examiner. 

As a result of this condition, a singular situa- 
tion is presented. With few exceptions, candi- 
dates for the C.P.A. degree passed the examina- 
tions in commercial law, auditing, and theory of 
accounts generally with high marks. Very few, 
however, pass the examination in practical ac- 
counting. The reason for this condition is not far 
to seek. It is because the first three subjects are 
generally too elementary to be set as a condition 
of examination into a profession, and because the 
examination in practical accounting demands of 
the candidate the working out of puzzles rather 
than the solution of problems. Even interpreted 
in the most kindly spirit, the practical accounting 
examination is an examination for accountants’ 
assistants and not for accountants. We do not 
wish to be misunderstood as universally condemn- 
ing all the examination questions set by the state 
boards of accounting examiners. As a general 
proposition, however, we believe that our char- 
acterization is correct.” 


Examination Results 


During the years covered in the period 
from 1896 to 1913, we find that a majority 
of the certificates issued to those in the 
public practice of accountancy were waiver 
certificates. Actually the first C.P.A. certif- 
icates issued by examination according to 
the American Institute’s records were in 
1898. The following table reflects the num- 
ber of certificates issued by states by 
years, whether on examination, by waiver 
or reciprocity 


8 Ibid., p. 194. 
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ORIGINAL C.P.A. CERTIFICATES ISSUED* 


Cumula- 
Reci- 
Total tive 
procily Total 
56 
126 
133 
177 


Exami- 


naiton Waiver 


Year 


11 
2 
16 


* Source: American Institute of Accountants. 


Firms—Newly Established and Branch 
Offices 


With accounting practice moving more 
and more to the area of business opera- 
tions, Price Waterhouse & Co. opened the 
following offices during this period: St. 
Louis, in November, 1901; Pittsburgh, in 
May, 1902; and San Francisco, in Novem- 
ber, 1904.8 

Some significant auditing engagements 
which this firm handled are presented here. 
In December, 1897, the firm Jones, Caesar 
and Company (later Price Waterhouse & 
Co.) accepted an engagement from J. P. 
Morgan & Company to make examina- 
tions of the accounts of all constituent 
units which were to form the American 
Steel and Wire Company of New Jersey. 
This audit was one of the first examples of 
the employment of public accountants 
during the preliminary stage leading to the 
negotiation of merger agreements. The 
consolidation was finally completed by 
John W. Gates in 1899 after the recovery 
from the recession of 1897." 


18 Letter from C. W. DeMond, Partner in Price Wa- 
terhouse and Company, dated May 6, 1952. 

4 C.W. DeMond, Price Waterhouse and Co. in Amer- 
ica (New York: The Comet Press, Inc., 1951), p. 34. 
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On February 17, 1902, the stockholders 
of United States Steel Corporation elected 
Price Waterhouse & Co. as auditors of the 
company. The United States Steel Com- 
pany was the first important industrial 
company to fix a policy of having the 
auditors elected by stockholders rather 
than selected by the officers or directors. 
The first audit certificate issued by the cor- 
poration for the year 1902 was accom- 
panied by a certificate of chartered ac- 
countants signed by the firm.” 

In 1906, Stuart and Young was dissolved 
because of disagreements between the 
partners, and the firm was reestablished 
under the name Arthur Young and Com- 
pany, opening its office in 1911. It became 
a firm practicing on a national level two 
decades later."* The firm attributes its 
growth into a national organization to the 
many special jobs which were directed to 
it when the United States entered World 
War I. Many of these special jobs related 
to investigation of companies owned by 
alien enemies of the United States.” 

Haskins and Sells opened offices in Chi- 
cago on December 1, 1900, in Cleveland 
and St. Louis in 1902, in Pittsburgh in 
1903, in Baltimore in 1910, and in San 
Francisco in 1912.!8 

Lybrand, Ross Brothers and Mont- 
gomery was founded on January 1, 1898, 
in Philadelphia. In 1902, Mr. Montgomery 
was given permission by the partners to 
open a New York office. A Pittsburgh of- 
fice was set up in 1908, and a Chicago office 
in 1909.19 

In the last year of the period covered by 
this paper, Arthur Anderson, head of the 


Ibid., p. 60. 

* Arthur Young and Company, Arthur Young and 
the Business He Founded (New York: Privately Printed, 
948), p. 15. 

1 Tbid., p. 30. 

8 Charles W. Haskins and E. W. Sells, The First 
Fifty Years, 1895-1945, p. 5. 

* William M. Lybrand, Adam A. Ross, T. Edward 
Ross, and Robert H. Montgomery, Fiftieth Anniversary 
(Privately Printed, 1948), p. 3. 
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accounting department at Northwestern 
University in Chicago, became a partner 
in Anderson, DeLong and Company.” 

With over twenty-two hundred certified 
public accountants in the United States by 
1913, it would seem safe to assume that 
there were several hundred public account- 
ing firms. Most of these firms were prob- 
ably operating in a single city. Some of the 
more active firms were operating through- 
out regions of the United States. It would 
be reasonable to say also that there were 
competent public accountants practicing 
in states which did not have public ac- 
counting laws. 


EDUCATIONAL ACTIVITIES 
OF THE PROFESSION 


Education and Accountancy 


It was early recognized that the upbuild- 
ing of the accountancy profession must 
come through education, far more than 
through the enactment of C.P.A. laws 
alone. With this idea in mind, in the sum- 
mer of 1902, the Council of the Pennsyl- 
vania Institute authorized the formation 
of classes for the study of the four subject 
areas in the field of Public Accounting.” 

These classes were organized primarily 
for the purpose of affording technical in- 
struction to assistants engaged in the of- 
fices of members of the Pennsylvania In- 
stitute. The restriction was not strictly en- 
forced, because each member of the In- 
stitute had the privilege of nominating a 
student, not an employee, who wanted to 
become an accountant. The subjects taken 
up and the instructors lecturing thereon 
were: 


Theory of Accounts, Robert H. Mont- 
gomery, 


20 Charles W. Jones, “A Chronological Outline of the 
Development of the Firm,” The Arthur Anderson Chron- 
icle, December, 1943, p. 8. 

% George Wilkinson, “Organization of the Profession 
in Pennsylvania,” The Journal of Accountancy, Septem- 
ber, 1927, p. 162. 
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Practical Accounts, W. M. Lybrand, 
Auditing, J. W. Fernly, 
Commercial Law, H. G. Stockwell, 


These classes actually did not begin un- 
til the evening school was started on Octo- 
ber 20, 1902.” By the spring of 1904 nego- 
tiations had been successfully carried out 
with the faculty of the Wharton School of 
Accounts and Finance and with the trus- 
tees of the University of Pennsylvania, to 
turn the educational classes established by 
the Institute over to the University. Some 
members of the Institute guaranteed the 
expenses of conducting the classes for the 
first winter season, but the guarantors were 
never called on for any money.” 

In 1900, the Council of New York Uni- 
versity established in that institution a 
“School of Commerce, Accounts and Fi- 
nance.’’* Members of the profession felt 
that steps should be taken to secure the 
cooperation of some educational institu- 
tion which would establish a course in ac- 
countancy to train students to fill future 
needs for trained assistants.” The institu- 
tions were skeptical as to the feasibility 
or advisability of sucha step, but at length, 
heeding the urgings of the committee, 
New York University instituted the course 
major in 1901. The Board of Regents ap- 
pointed C. W. Haskins as the dean of the 
new school.” 

The tentative course of study, as worked 
out by the New York State Society’s 
committee, included (A) Accounting 
(Theory of Accounts, Practice in Account- 
ing, and Auditing); (B) Finance (Money 
and Banking, Exchange, and Stocks and 

® Ibid., p. 170. 

Ibid., p. 171. 


* Arthur H. Woolf, A Short History of Accountants 
and Accountancy (London: Gee and Company, 1912), 
188 


% Edward L. Suffern, “Twenty-five Years of Account- 
The Journal of Accountancy, September, 1922, 
p. 177. 

% “Accountancy in New York State,” The Account- 
ani, September, 1901, p. 983. 


Bonds); (C) Commercial Economics (Sta- 
tistics, Taxation, Public Debt, and Eco- 
nomic History) ; and (D) Commercial Law. 
These had been recommended at the 
meeting of the society in New York on 
December 10, 1900. 

Dean Haskins’s aim was “‘to bring to- 
gether in the school such a corps of trained 
educators and practicing accountants as 
would meet the requirements of the State 
Board of Examiners under the Law of 
1896,””?7 

The need for technical literature in those 
early years was pressing. Very little had 
been written in this country, and schools 
were dependent upon the English works, 
which—while valuable—were not wholly 
adaptable to use in this country.”* 

In the year 1900, thirteen universities 
and colleges gave courses in accounting 
for which college credit was given. They 
were Dartmouth College, Drake Univer- 
sity, Harvard University, Louisiana State 
University, University of Pennsylvania, 
Temple College, Agricultural College of 
Utah, University of Vermont, West Vir- 
ginia University, and University of Wis- 
consin.”® 

Of the thirteen schools offering courses 
in accounting, only four (Agricultural 
College of Utah, Dartmouth, New York 
University, and Temple College) had a 
course listed under the title of auditing. 

The first course in C.P.A. problems and 
questions, as such, appeared in New York 
University’s catalog during the period 
1905-1910. It may be said that the intro- 
duction of a course called C.P.A. problems 
closely followed the passage of the State 


27 Emanuel Saxe, “The Role of the Society in Ac- 
counting Education,” in The New York Society of Cer- 
tified Public Accountants Fiftieth Anniversary, p. 23. 

28 Edward L. Suffern, “Twenty-five Years of Account- 
ancy,” The Journal of Accountancy, September, 1922, 

. 178. 
Ps C. E. Allen, “The Growth of Accounting Instruc- 
tion since 1900,” THE AccounTING Review, June, 1927, 
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C.P.A. laws in almost every case.*° 

After 1905, it was decided to publish a 
journal which would make the accounting 
papers given at the conventions available 
to the public and the profession for educa- 
tional purposes. The Accountancy Pub- 
lishing Company was formed for this pur- 
pose." The common stock went to the old 
Federation and to the Illinois Society. The 
preferred stock was sold to prominent 
public accountants in New York and 
Philadelphia by Robert H. Montgomery, 
Secretary of the Federation of Societies 
of Public Accountants. 

In November, 1905, the first issue of the 
Journal of Accountancy was published as 
the official organ of the profession. The co- 
editors were Professors Joseph French 
Johnson, of New York University, and 
Edward S. Meade, of the University of 
Pennsylvania. For a time these gentlemen 
accepted preferred stock in payment of 
their salaries. 

The first Journal reviewed the status of 
the profession: 


Within the last decade accounting has made 
rapid strides. Several states have formally recog- 
nized it as a profession by providing for examina- 
tions leading to the degree of Certified Public 
Accountant. Five of the largest American Uni- 
versities have organized instruction in Account- 
ancy. A large number of the most important rail- 
toads and industrial corporations subject their 
books to periodical audits by Public Accountants. 
Banks, trust companies and insurance companies 
have more recently adopted the same plan as a 
guarantee of security to depositors and policy 
holders, and the best method of protection against 
fraud. Manufacturers are calling upon public 
accountants to install cost systems, banks are re- 
quiring borrowers to secure accountants’ certifi- 
cates to the statement submitted as a basis for 
credit, and states, municipalities and public in- 
stitutions in constantly increasing numbers are 

Ibid., p. 155. 

" Sanders W. Davies, “Genesis, Growth and Aims 
of the Institute,” The Journal of Accountancy, August, 
1926, p. 107. 

* Robert H. Montgomery, Fifty Years of Account- 
ancy, New York: Ronald Press Company, 1939, p. 69. 
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engaging the services of the profession to intro- 
duce systems and order into their affairs. These 
indications of the growing appreciation of Ac- 
countancy are the source of gratification and en- 
couragement to its members; and there is no 
doubt that they will receive even more substan- 
tial recognition in the future.* 


Once the amalgamation of the Federa- 
tion and the Association became official, 
many if not all of the accountant-stock- 
holders donated their preferred stock to 
the American Association of Public Ac- 
countants. At the annual meetings of this 
organization in 1908 and 1909, additional 
capital was obtained because the editor re- 
ported that the Journal would not be on a 
self-supporting basis for three years. Then 
in January, 1912, A. P. Richardson be- 
came editor and in the same’ year the 
Association assumed direct control of the 
Journal with the cooperation of the 
Ronald Press Publishing Company.* 


PROFESSIONAL ORGANIZATIONS 


American Association of Public Account- 
ants 


On April, 18, 1896, some ten years after 
the Association was formed and at the time 
the first public accounting law was en- 
acted and approved by Governor Levi P. 
Morton, the Association, according to the 
American Institute of Accountants, had 
only forty-five active members, distributed 
geographically as follows: New York, 37; 
Massachusetts, 3; California, 2; and 
Georgia, Illinois, and New Jersey, 1 each.® 


National Society of Certified Public Ac- 
countants 


The legal recognition of the accounting 
profession in New York led to the incor- 


% Editorial, “Present Status of the Profession,” The 
Journal of Accountancy, November, 1905, p. 1. 

*% W. Sanders Davies, “Genesis, Growth and Aims of 
the Institute,” The Journal of Accountancy, August, 
1926, p. 107. 

% Fiftieth Anniversary Celebration (New York: The 
American Institute of Accountants, 1937), p. 7. 
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poration of a National Society of Certified 
Public Accountants in the United States 
in 1897. Anyone holding a certificate from 
the University of the State of New York 
was eligible for membership. The objects 
of this society were to unify in one body 
all Certified Public Accountants practicing 
in the United States, to exchange profes- 
sional knowledge by means of lectures and 
to establish a professional library, and to 
secure legal mutual recognition of the 
letters C.P.A., by and between all of the 
United States of America. Mr. C. W. 
Smith was the first president of the Na- 
tional Society of Certified Public Ac- 
countants. Sixty-seven accountants were 
admitted to membership.® 

The organization was short-lived be- 
cause in 1899 the National Society and the 
American Association merged into one 
organization. The merger was a great 
advantage to the membership of both 
groups as well as the profession as a 
whole.*’ 


Founding of the Federation 


In July, 1902, at a meeting of the Illinois 
Association of Public Accountants, Mr. 
George Wilkinson read a paper in which 
he set forth the great need of establishing 
a definite relationship among the local 
state societies, which at that time showed 
little unity of purpose in affairs of a na- 
tional character. He suggested a plan for 
the coordination of all existing organiza- 
tions by the formation of societies of 
public accountants.** In much the same 
line of thinking—searching for a means of 
maintaining the standards set by the new 
laws—the practitioners in several states 
formed societies; even in some states 


% “Accountancy in the States,” The Accountant, Sep- 
tember, 1897, p. 858. 

37 “Accountancy in the States,” The Accountant, Au- 
gust, 1899, p. 889. 

38 James B. Lovette, History of Accounting in the 
United States (unpublished typescript, American Insti- 
tute of Accountants Library), p. 14. 


where laws had not yet been passed, prac- 
ticing accountants also formed societies, 
It was also pointed out by Mr. Wilkinson 
that accountants practicing in the West 
did not feel that the old, established 
American Association of Public Account- 
ants, domiciled as it was in New York and 
governed by a New York board, was ful- 
filling its avowed purpose as a national 
institute. 

The first convention of ‘“The Federation 
of Societies of Public Accountants in the 
United States” was held at the New Wil- 
lard Hotel in Washington, D. C., on Octo- 
ber 28, 1902. At this meeting a constitu- 
tion and bylaws were accepted, and 
permanent officers were elected. The 
officers were Charles Waldo Haskins, 
president; George Wilkinson, Secretary; 
and Robert H. Montgomery, Treasurer.” 

The objects of the Federation were de- 
fined in its Constitution. They were as fol- 
lows: 

(a) To bring into communication with one 
another the several Associations and Societies of 
Public Accountants, organized or to be organized 
under the laws of the several States of the United 
States of America; (b) to encourage the formation 
of State Associations of Public Accountants in 
States where they do not exist; (c) to encourage 
State Certified Public Accountant legislation on 
uniform lines; (d) to secure Federal recognition 
of the profession of the Public Accountant; (e) 
to facilitate and assist the training of young mem- 
bers of the profession, and to establish a uniform 
standard of efficiency in federal societies; (f) to 
disseminate throughout the United States a gen- 
eral knowledge of the objects of the Federation 
and of the utility of the Public Accountants in the 
industrial and financial development of the coun- 
try; and (g) to further the interests of the pro- 
fession of the Public Accountant generally.” 


Though the Federation existed only 
from 1902 to 1905, it was clear that the in- 


* Edward L. Suffern, “Twenty-five Years of Ac 
countancy,” The Journal of Accountancy, September, 
1922, p. 179. 

“ Richard Brown, A History of Accounting and Ac 
countants (Edinburgh and London: T. C. & E. C. Jack, 
1905), p. 277. 
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terests of the profession demanded and the 
members of the profession would support, 
a national organization of accountants.” 


First International Congress 


The Federation arranged the first Inter- 
national Congress of Professional Ac- 
countants in connection with the Louisiana 
Purchase Exposition, or World’s Fair, held 
at St. Louis, Missouri, in September, 
1904. 

The President of the Illinois Society of 
Public Accountants and one of the organ- 
izers of the Federation, George Wilkinson, 
was elected Secretary of the Congress. He 
was the organizer and director of all the 
affairs of the Congress. 

Joseph E. Sterrett, a prominent public 
accountant of Philadelphia, was perma- 
nent chairman of this First Congress. In his 
introductory address, Chairman Sterrett 
referred to the negotiations which were 
then under way to effect a Union of the 
two existing ‘“‘national” accounting or- 
ganizations, including the state societies as 
well. 

Ninety-one members attended this first 
International Congress in 1904.“ 


Communication on Merger 


In the course of time it became apparent 
that if the profession desired to achieve 
its proper place in the business community, 
it could not rely on accomplishing this 
means by state legislation alone because 
there were only seven C.P.A. laws by 
1904, almost nine years after the New 
York law. Accountancy was not a local 
profession, even then, but was practiced 
nationwide, and as time went on the need 
for professional standards became more 
and more apparent. Both the American 
_ “George Wilkinson, “Organization of the Profession 


in Pennsylvania,” The Journal of Accountanc , Septem- 
ber, 1927, p. 173. — 


_* James B. Lovette, History of Accounting in the 
United States, p. 14. 

“Norman E. Webster, “Congress of Accountants,” 
The Journal of Accountancy, February, 1921, p. 104. 
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Association of Public Accountants and the 
New York State Society of Certified 
Public Accountants addressed letters to 
the Federation at the St. Louis Congress. 

At a meeting of the executive board of 
the Federation held during the Congress, 
the Secretary presented a communication 
from the Secretary of the American Associ- 
ation of Public Accountants and one from 
the Secretary of the New York State 
Society expressing the opinion that there 
should be one national organization in 
which all public accountants should be rep- 
resented by delegates. Both secretaries 
recommended the formation of a joint 
committee to consider ways and means of 
bringing this about. 

A joint committee of nine was conse- 
quently appointed, composed of the fol- 
lowing: W. Sanders Davies, Chairman; 
Duncan MacInnes, Franklin Allen, repre- 
senting the American Association of Public 
Accountants; A. Lowes Dickinson, George 
Wilkinson, and Robert H. Montgomery, 
representing the Federation of Public Ac- 
countants. This joint committee agreed 
upon a plan of consolidation under which 
the American Association of Public Ac- 
countants would be the continuing or- 
ganization after certain necessary amend- 
ments were made of its constitution and 
bylaws. 


One National Organization after the Merger 


In 1905, as a result of efforts of the joint 
committee of the two organizations, the 
goal of one national organization was 
reached. The constitution of the American 
Association of Public Accountants after 
the merger of the two organizations pro- 
vided for membership by virtue of mem- 
bership in a State Society of Public Ac- 
countants and also for individual member- 
ship; the latter membership provided for 


“Carl H. Nau, “The American Institute of Ac- 
countants,” The Journal of Accountancy, February, 
1921, p. 104. 
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those public accountants practicing in 
states which did not have State societies. 
The new Society, even with the old associ- 
ation’s name, was not organized to sup- 
plant the various state societies of Certi- 
fied Public Accountants, nor was it formed 
to supplant the C.P.A. laws of the various 
states. It had its genesis, rather, in the ef- 
fort to supplement both state legislation 
and state societies, and was a partial 
remedy at least for the recognized defects 
which had developed in former programs 
attempting to establish professional stand- 
ards and professional solidarity by enact- 
ing statutes and the issuance of certif- 
icates.* The amalgamation of the societies 
was an attempt to nationalize the profes- 
sion, with a centralized control from with- 
in itself, in place of the former scattering 
control which lacked uniformity both in 
aims and ideals and was influenced by 
outside conditions as well as by profes- 
sional considerations.“ 

The constitution of the new society, the 
first national organization, was adopted; 
the purposes of the society, as stated there- 
in, follow: 

1. The bringing together in friendly contact of 
the different state societies and members of the 
profession. 

2. The encouragement and unification of 
C.P.A. legislation. In this organization the princi- 
ple was adopted that the national organization 
should not interfere with the local] interests of the 
different states, but at the same time should co- 


operate with the constituent societies in all prac- 
ticable ways.‘ 


The purpose of the merger was further 
set forth in the words of President John 
R. Loomis of the American Association 
of Public Accountants: 


Carl H. Nau, “The American Institute of Account- 
— The Journal of Accountancy, February, 1921, p. 
105. 

“ Ibid., p. 105. 

47 J. Edward Masters, “The Accounting Profession in 
the United States,” The Journal of Accountancy, No- 
vember, 1915, p. 351. 


This occasion celebrates the culmination of 
what is perhaps the most important movement 
ever inaugurated in the interest of the profession 
of public accountancy in this country—the fusion 
of the several societies constituting the Federa- 
tion of Societies of Public Accountants with the 
American Association of Public Accountants, 
The American Association of Public Accountants 
stands at this time as the grand national body, 
representing practically all public accountants 
throughout the United States. Its objects are 
the elevation of the profession and the spreading 
of a knowledge and recognition of the utility and 
necessity for the public accountant in the indus- 
trial and financial development of our country. 
It is an organization that every society can stand 
by and that every member can work for. The 
hopes and plans of the past are now measurably 
realized, and upon a basis of absolute cause for 
rejoicing—the promise of the future is most en- 
couraging.* 


During the following years the program 
of the Association reflected a great inter- 
est in education for accounting. The educa- 
tional committee made an effort to im- 
press upon the members of the Associa- 
tion the importance of cooperation with 
the universities and colleges. It also sug- 
gested that the members of the Associa- 
tion contribute their services, whenever 
the opportunity arose, as instructors and 
lecturers. 

In these years the American Association 
of Public Accountants continued to foster 
rapid development of the profession by 
acting as spokesmen for the profession 
when the need arose, and it continued its 
efforts to obtain legal recognition in all 
the states which had not yet enacted 
C.P.A. laws. 


SUMMARY 


The late 1880’s represented a period of 
undoubted development and advancement 
in accountancy both in better knowledge 
of the profession and its requirements, and 


48 “History of the American Institute,” in Fiftieth 
Anniversary Celebration (New York: The American In- 
stitute of Accountants 1937), p. 9. 
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in the fact that financial men generally 
began to understand the nature of its work 
and service. 

Another trend that tended to further 
the development of the profession was the 
incorporation of industrial concerns un- 
der the laws of the various states. The 
securities of these corporations were issued 
and offered to the investing public. In 
many of these corporations, public ac- 
counting firms were employed to make 
examinations and reports on the financial 
condition and earnings of these corpora- 
tions before their securities were offered 
for public subscription. The first industrial 


firm so incorporated whose securities were 
offered to the public with an accountant’s 
certificate attached to the prospectus was 
the firm of John B. Stetson and Company 
of Philadelphia.* 

By 1909, the accountancy profession 
had gained such favor among businessmen 
that corporations of the better class were 
of their own volition adopting the practice 
which had become obligatory in England 
under the Companies Act of 1900, of re- 
taining public accountants to make periodic 
audits. 


49 “Accountants as Directors,” The Journal of Ac- 
countancy, March, 1940, p. 165. 
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DEVELOPING ACCOUNTANTS FOR 


ATOMIC ENERGY* 


WILLIAM H. SLATON 
Director, Finance Division, U. S. Atomic Energy Commission, Aiken, S. C. 


RAINING for the accountant, or any- 
one else, isn’t finished upon grad- 
uation from college—it is just begin- 
ning. By that I do not mean to imply that 
accounting graduates are not well trained. 
On the contrary, we have found them to 
be very well prepared. I refer to the fact 
that each accountant, like every other 
college graduate, generally must serve in 
a minor capacity during his first few years 
after graduation before he can assume 
major responsibilities of the profession. It 
is about this period—the first few years 
after college graduation—that I plan to 
speak, discussing with you training of ac- 
counting graduates, generally from the 
government point of view, and specifically 
what one office of the Atomic Energy 
Commission has been doing. 

Almost every government makes exten- 
sive use of auditors, accountants, and 
budget analysts. Many of them have pro- 
grams for developing accounting graduates 
for their specific financial work. For in- 
stance, the General Accounting Office has 
a program for training auditors. The Navy 
Department currently has at least three 
types of formal training courses in this 
field: 

(1) A 10-week Management Accounting Sem- 
inar covering fundamental accounting 
concepts in Navy accounting and manage- 
ment controls. 

(2) A 6-week Supply and Accounting Man- 
agement Course at the University of Cali- 
fornia for key supervisors and foremen. 

(3) A Comptroller Indoctrination Program, in 
Washington, covering the following sub- 


* This paper was presented at the 6th Annual Meet- 
ing of the Southeastern Group, American Accounting 
Association, University of Florida, May 7, 1954. 
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jects: Comptrollership Concept, Budget 
Formulation, Budget Execution, Account- 
ing and Finance, Working Capital Funds, 
Auditing, and General Financial Manage- 
ment. 


Within the Atomic Energy Commission, 
our Junior Management Development 
Program employs ten persons each year to 
help provide a flow of trained people. One 
of the qualifying fields is Business Admin- 
istration. These people are needed because 
atomic energy just in the past few years 
has become big business, and one of the 
fastest growing industries in the United 
States. It is young, dynamic, and unique 
in many respects. It is a government- 
owned but privately-operated enterprise, 
exploring the unknown in the fields of 
physics, chemistry, metallurgy, biology, 
and medicine. By this I mean that the 
owners, the Atomic Energy Commission 
(AEC), determine policy, do the over-all 
planning, and generally administer the 
program, but the actual operation of its 
plants and its research programs are car- 
ried on by universities and private indus- 
trial firms. More than 5,000 firms and 
institutions hold or have held prime con- 
tracts with the AEC, and many thousands 
more have done work under subcontract. 
Some of the major companies operating 
under AEC contracts are: Union Carbide 
and Carbon Corporation, Westinghouse 
Electric Corporation, Monsanto Chemical 
Company, E. I. du Pont de Nemours and 
Company, General Electric Company, the 
Goodyear Tire and Rubber Company, and 
Phillips Petroleum. 

The business side of this young industry 
is also big. Congress has appropriated for 
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the atomic energy program since its in- 
ception more than $12 billion. And, in a 
few years, when plants now under con- 
struction are completed, we will have a 
capital investment of about $8 billion, and 
it will take more than a billion a year to 
operate them. 

To give you an understanding of AEC’s 
need for well-trained and highly-skilled 
accountants, auditors, and budget an- 
alysts, it is desirable to state briefly how 
AEC activities are financed, how the ac- 
counting is performed, and how the activi- 
ties are audited. The AEC work performed 
in many parts of the United States and in 
several parts of the world is carried out 
primarily by contract. The administrative 
structure of the Commission includes a 
main office in Washington where the over- 
all program is planned and coordinated 
with the other federal agencies affected. 
In addition there are ten field operations 
offices which administer various phases of 
the program, and contracts are assigned to 
these operations offices in accordance with 
the phase of the program to which the 
contract relates. Many of the major con- 
tracts are understandably on a cost basis— 
some are fee type, some provide for costs 
only. These cost-type major contractors 
operate generally as part of an integrated 
system with separate sets of accounting 
records for the atomic energy work. From 
these records periodic financial reports flow 
into the AEC field operations office, where 
appropriate consolidations are made. The 
consolidated field reports flow into the 
Washington Office, where a further con- 
solidation is made. These financial reports 
are patterned along the lines of those 
utilized in large industrial corporations, 
where consolidations reflect integrated 
operations and status. 

Most of these major integrated contrac- 
tors operated with cash advanced under 
the contracts by AEC. Contra accounts 
are maintained by the AEC offices to re- 
cord the advances of cash and transfer of 
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materials as they flow from one contractor 
to another. Our internal auditors audit 
the records and activities of these inte- 
grated contractors, incorporating modern 
internal audit techniques to guard against 
fraud, to assure the integrity of the ac- 
counts, and to assist management in as- 
suring that the agency is getting the most 
for the dollars spent. 

This system no doubt appears appro- 
priate to you who are trained in modern 
financial practice. However, AEC began 
operation in 1947 with an organization 
which had spent four billion dollars under 
the War Department’s strictest security 
measures, using all of the old government 
concepts of obligation accounting, phys- 
ical property accountability, and the 
certifying officer’s approach to auditing 
and payments on government disburse- 
ment vouchers. The Commission’s first 
controller, Mr. Paul Green, a fellow-mem- 
ber of the American Accounting Associa- 
tion, and now Dean of the College of 
Commerce at the University of Illinois, 
planned and supervised most of the shift 
to the modern techniques which now give 
meaning, order, and clarity to AEC’s ac- 
counting and budgeting. 

A report on the accounting support of 
the budget of various government agencies 
was prepared by special survey teams at 
the request of the House Appropriations 
Committee. Part of that report stated: 

“Except for agencies under the Government 
Corporation Control Act, the AEC was the first 
federal agency to adopt both an industrial-type 
accounting system and the cost-based perform- 
ance budget for all of its operations. ... The 
Commission possesses two of the essentials with- 
out which the full benefits of such a system can- 
not be realized: appreciation by management of 
the value of a good accounting system and recog- 


nition of the need for an adequate accounting 
organization manned by qualified personnel.’ 


To perform the financial functions in an 
effective manner AEC must have well- 


1 From the Ninth Semiannual Report of the Atomic 
Energy Commission, January 1951, page 58. 
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qualified accountants and some of these 
require considerable training. Most of the 
larger AEC offices, such as Hanford, Oak 
Ridge, and Washington, have training 
programs specifically designed for account- 
ing majors. One such program is the one 
we have at Savannah River. The Savannah 
River Plant of the Atomic Energy Com- 
mission is located in South Carolina, about 
20 miles from Augusta, Georgia, and about 
15 miles from Aiken, South Carolina, and 
has been under construction since early 
1951. Some portions of the plant have been 
completed and are in operation. The 
Atomic Energy Commission awarded the 
contract to design, to construct, and to 
operate this plant to the du Pont Co. This 
one plant which will have about 250 build- 
ings dispersed over 200,000 acres, is, as 
far as is known, the largest single project 
ever constructed. It is estimated that the 
plant and equipment costs associated with 
the Savannah River Program will be 
$1,500,000,000. At one time some 38,000 
employees were paid once a week with 
IBM equipment, and total expenditures at 
times exceeded $10,000,000 a week. To 
administer this contract, together with 
subsidiary contractors, the Atomic Energy 
Commission employs a small staff of tech- 
nical and administrative personnel. Part 
of this staff is engaged in the financial 
aspects of the work, which include ac- 
counting, auditing, budgeting, banking, in- 
surance, and related matters. 

During the early establishment of our 
office, it was apparent that enough trained 
and experienced professional personnel in 
the fields of accounting, auditing, and 
budgeting were not readily available to 
staff adequately all levels in the Finance 
Division of this operations office. Con- 
sequently a decision was made to hire 
younger accountants, auditors, and ana- 
lysts and train them on the job. Thus, our 
own training program was begun. Al- 
though this training program could not be 
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expected to produce a mature staff capable 
of filling all top level vacancies, it could 
be expected to train beginners so that they 
could eventually fill many responsible posi- 
tions around a nucleus of experienced per- 
sonnel that was available. Also, we be- 
lieved that a training program would serve 
as an added inducement to college grad- 
uates to join our staff, by showing a 
definite training program and suitable 
opportunity for promotions at several ley- 
els of achievement. A _ valuable by- 
product of the training program was to 
provide for improving the status and de- 
velopment of those who were already 
members of the staff at levels above the 
range of beginners. Since 1950, 17 trainees 
have been employed. These were all recent 
college graduates who showed promise in 
the field of finance. These people, each with 
a major in accounting, came from the fol- 
lowing colleges: Ohio State University, 
University of South Carolina, University 
of Alabama, University of Pennsylvania, 
University of Miami, Butler University, 
University of Wisconsin, Florida State 
University, North Georgia College, and 
Louisiana State University. 

We received assistance on planning the 
training program from Dr. Charles J. Gaa, 
Professor of Accounting at the University 
of Illinois, and formerly Secretary-Trea- 
surer of the American Accounting Associa- 
tion. Dr. Gaa drew up our original em- 
ployee development plan with an outline 
of what needed to be done, and I am sure 
that those of you who know the quality of 
Dr. Gaa’s work do not have to be told that 
he did an outstanding job of planning the 
program. 

The first phase of the training program 
was designed primarily for the trainees 
only. Some of our professional staff above 
the trainee level also attended these meet- 
ings. This phase of the training program 
included ‘‘classroom” discussion sessions, 
required reading, and on-the-job training. 
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The discussion sessions were given two 
hours each on Monday, Wednesday, and 
Friday of each week. A few sessions 
covered orientation on office routine and 
similar matters. There were also a series 
of financial orientation lectures introduc- 
ing the financial organization of the 
Atomic Energy Commission and its rela- 
tionship to its prime contractors and to 
other federal governmental agencies, and 
technical finance sessions treating the 
mechanics and procedures of the financial 
work of the Commission. Trainees made 
reports, both oral and written, as to the 
work which they covered. Required read- 
ing material was gathered in a central 
location, and each trainee devoted four 
hours per week to this reading. Reading 
material covered both technical financial 
subjects and general orientation topics. 
Some of you may have seen the article 
in the March 1954 issue of ‘“The Control- 
ler,” which contained an excerpt from the 
statement of rules given to employees in 
1856 by Carson Pirie Scott and Company: 
“The employee who is in the habit of smoking 
Spanish cigars, being shaved at the barber’s, 
going to dances and other places of amusement 
will surely give his employer reason to be suspi- 
cious of his integrity and honesty. 
“Men are given one evening a week for court- 
ing and two if they go to a prayer meeting. 
“After 14 hours of work in the store, the leisure 
time should be spent mostly in reading.” 


In our program, with 6 hours classroom 
work per week, and 4 hours required read- 
ing, the remaining 30 hours each week were 
devoted to regular job assignments and 
each trainee was rotated so as to work in 
each of the three branches within the 
Budget and Finance Division: Account- 
ing, Auditing, and Budgeting. While these 
assignments were junior work, they were 
not necessarily menial. The trainees pre- 
pared work sheets, made analyses, assisted 
in report preparation, did postings and 
special assignments, and within each 
branch they were placed on different as- 
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signments so they could become familiar 
with all the functions of the Division. 

Periodic examinations were given and 
graded. Supervisors rated the trainees, 
and composite grading sheets were main- 
tained. Reading assignments were pre- 
pared to correspond with lectures, and 
trainees did this reading in advance and 
were prepared to discuss the subject 
covered at each session. The leader usually 
gave a lecture on the subject followed by a 
discussion period. The trainees rotated the 
assignment of session chairman, which in- 
volved making space arrangements, in- 
troducing speakers, and conducting ques- 
tion and answer sessions. Instructors, or 
speakers, were, for the most part, staff 
members in our organization. At the end 
of each two months, each trainee was told 
his progress; also we pointed out to him 
those areas in which he needed improve- 
ment. 

The second phase of our training pro- 
gram was also designed primarily for 
trainees only. However, our professional 
staff members above the trainee level at- 
tended individual sessions, depending on 
their interest in the topic presented each 
week. This phase included a 2-hour dis- 
cussion period each week and 38 hours on- 
the-job training. More advanced subjects 
were used for lecture periods, which gen- 
erally covered case material from actual 
experience on the job. 

The third phase of our training program, 
which is continuing at the present time, 
consists of a meeting of about an hour once 
a week, with attendance of all of our pro- 
fessional staff. Assignments as chairman 
and as speakers for these meetings are 
rotated among the staff. We invite persons 
from outside our Division occasionally. 
Subject matter of the discussion may, or 
may not be, related directly to our work, 
but is related to our professional field. 
This third phase is designed toward con- 
tinually improving our staff, regardless 
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of their present positions and levels. The 
main emphasis is on the professional as- 
pects of the program, but we also attempt 
to give our staff practice in oral presenta- 
tions, including the use of visual aids. 
Appraisals of these presentations are given 
the participants in each program. We 
recognize the value in time saved and in 
clearer understanding of technical financial 
presentations when our staff is well trained 
in oral, as well as written, reporting. 

Of the 17 original trainees, 4 have re- 
signed and 1 has transferred to another 
AEC office, leaving 12 still with us after 
2 years of intensive training. The program 
is continuing, although we now have only 
3 employees employed after the original 
17, who are considered trainees, as con- 
trasted with those considered in the regu- 
lar professional ranks. 

In addition to our training program, we 
sponsored two CPA review courses for 
more advanced development of our staff. 
These courses were taught by CPAs who 
were on the faculty at the University of 
South Carolina. Although we encouraged 
the members of our staff to attend these 
sessions, we did recommend that the be- 
ginners finish 6 months of the training 
course before undertaking the difficult 
CPA review class. These review courses 
were taught outside office hours, were at- 
tended by the men on their own time and 
at their own expense, and credit was re- 
ceived for one course in accounting at the 
University of South Carolina. 

The training program has served its 
purpose, and we have developed a staff 
of which I am proud. We are following up 
our training program with periodic em- 
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ployee appraisals during which, in a con- 
fidential atmosphere, the employee is told 
how he is progressing and suggestions are 
made for further training or other means 
through which the employee’s perform- 
ance may be improved. 

In conclusion, you may be interested in 
some of the things we have learned in 
dealing with accounting graduates. We 
asked our graduates what suggestions 
regarding training of accounting majors 
they would make to those in authority at 
our universities. They responded that 
now—2 years after graduation—they 
would suggest more practice sets in their 
accounting courses, more laboratory work, 
more problems, more internship. In general, 
they are well grounded in the basic pro- 
fessional subjects which they had in their 
college training. And we certainly want 
the graduate to be sound on technical 
points, such as inventory pricing, de- 
preciation, testing of records for audit 
purposes, bank reconciliations, and all the 
others. However, I feel the subjects of 
internal auditing in its broadest interpre- 
tation and controllership should receive 
emphasis if the accountant is to be basi- 
cally trained to meet the increasing de- 
mands placed on him by modern business. 
The accountant, the auditor, the budget 
analyst, must not only have sound ideas 
and thoughts, but he must be able to 
present these thoughts so that they (1) are 
understood (2) are convincing and (3) 
secure a desired response. I suggest a need 
for improvement in both written and oral 
presentations, since I believe these to be 
fundamental to any professional man who 
wishes to influence others by his work. 
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SERIAL 


DIRECT YIELD FORMULAS FOR 


BONDS 


W. SNYDER 
Geo. S. Olive & Co. 


stalment payments which were de- 

veloped recently’ can be used to find 
the yield or effective rate of interest on an 
issue of serial bonds. Unequal retirement 
instalments or intervals of payment, de- 
ferred first coupons, even maturity premi- 
um requirements—with any or all of these 
the general instalment payment formulas 
will produce a reasonable approximation, 
usually very close and sufficient for an 
amortization schedule, to the yield rate 7. 
They are reproduced in Table 1 as formu- 
las (3) and (4). For purposes of these for- 
mulas every payment on a given date, both 
of bonds and of coupons, is regarded as the 
instalment payment on that date. 

If, however, the serial issue is such that 
every bond by itself is a simple and com- 
plete bond, i.e., with no initial coupon ir- 
regularities and no premium due on matur- 
ity, it is posible to derive a yield formula 
comparable in results to (4) but which we 
can use by considering only the maturity 
payments and ignoring the coupon pay- 
ments. This will be so regardless of inequal- 


Te yield formulas for irregular in- 


THe AccounTING REVIEW, July, 1954, 


ities in amounts and intervals-of the serial 
maturities themselves. We now proceed to 
find such a formula. 

The basic equation for single maturity 
bonds is 


—y" 


in which P=price; C=maturity amount; 
c=coupon rate; »=number of periods to 
maturity; and v"=(1-+7)-*, where i is the 
effective rate of interest, or yield rate, per 
period. However, for the present purpose 
we require a secondary equation, that for 
the premium p (discount if negative), p 
=P—C: 


i 


p=C(c—t) 


For a serial issue with retirements of 
Ci, C2, Cs, -- , Cx, maturing at intervals 
of 1, %2, %3, , Mx, the initial premium 
on each retirement will be fi, po, ps, ---, 
px, and the sum of all the #’s will be the to- 
tal initial premium # on the issue. For each 
maturity amount, there will be a separate 
v2, - By expanding each 


p. v", we have for each maturity: 
C 1 Cc 1 2 
| com + 1) i+ +1) (m1 +2) |, 
2 6 
C. 1 C 1 2 7 
po=(c—i) | Com ) i+ ) 
2 6 7 
C 1 C 1 
(c—i) | 3N3(M3-++ ) ‘a )(ms+ ) 
2 6 a 
C, 1 C 1 2 7 
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Upon adding the terms of the foregoing 
set of series vertically, we arrive at the fol- 
lowing general series for the total initial 
premium # on a serial issue of which the re- 
tirement amounts are the several C’s: 
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designated as 72, to show that it is found by 
using two terms of the series. By including 
an additional term and following the prin- 
ciple of replacing an unknown by its ap- 
proximate value, we get a much closer 


(1) 


1 
p=(c—i) | 


in which >°Cn means the sum of the prod- 
ucts of each retirement amount C, that is 
Ci, Co, Cs, -- +, Ce, times the number of 
periods to its due date; >>Cn(m+1) means 
the sum of each C times its m times (m-+-1); 
etc.? 

By dividing through by (c—i) >>Cn, we 
have: 


>Cn(n+1) 


value is. 


6 
These two results are set forth as for- 
mulas (5) and (6) in Table 1. Since in (5) 
and (6) the C’s are retirement instalments, 
the subscript r is used to distinguish them 
from the general C’s of (3) and (4), which 
include coupon payments as well as bonds. 
For serial issues which are retired in 


Upon inverting both members of this equa- 
tion, and making the actual division of the 
right member into 1, we reach a new and 
more rapidly convergent series: 


>°Cn(n+1)(n+2) 


6>.Cn 


equal instalments, two special cases arise, 
one for retirements every period (semi-an- 
nually), and one for retirements every 


220Cn i+|( 


Since ¢ > Cn—p=I, the total interest 
growth over the term of the issue, we have 
finally, as a basis for approximation formu- 


>Cn(n+1) . 


2>°Cn 


>Cn(n+ 1) 


other period (annually). 


n(n+ >_Cn(n+1)(n+2) 
6>-Cn 


In the expression >-Cn, if C is a con- 
stant, it can be taken outside the summa- 
tion sign, and we write C >-m. When the 


n’s are the integers 1, 2, 3,---,k, Dum 
SCn(n+1)(n+2) 


las, the following series: 


By retaining the first two terms on the 
right side of series (2), and solving for i, we 
obtain a fair approximation, which may be 


) 


* The development of series (1) parallels the develop- 
ment of the general instalment payment series (1) in 
the July, 1954, paper referred to, and inevitably some 
of the exposition here sounds like an echo of material in 
that paper. Part of the presentation below of examples 
is almost verbatim from an earlier paper on serial bond 
yields, Snyder, THe AccounTING Review, July, 1953, 

. 412. However, there appears to be sufficient difference 
in the results reached here to justify whatever repetition 
occurs. 


2>°Cn 


) 6>.Cn Je 


may be simply restated in terms of the 
largest » of the series: 


t 


n(n-+1) 
Similarly, 
~ n(n+1)(n+2) 
>on(n+1) = 


| 
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TABLE 1 
FORMULAS FOR i IN SERIAL Bonp PROBLEMS 


(4) ts 


For issues having any type of inequality in repayment, including 


irregular coupons, and premiums on retirements 


I 


> 


1>°Cn(n+1) 


2>°Cn 


I 


> Cn—I 


>>Cn(n+1) G2) ; 
is 


2>°Cn 


2>°Cn 6>_Cn 


(6) 13= 


For issues retired in unequal instalments, but no irregular 


coupons, and no premiums on retirements 


I 
n(n+1) 
n+ 


For issues retired in equal semi-annual instalments (i.e., every period) 


(8) 


I 


p(n+2) 


2 


3 
I 


12 


2 


+ 


3 36 


For issues retired in equal annual instalments (i.e., every other period) 


(9) 


(10) 


I 
 p(an-+5) 
4 6 
I 


Cyn(n+2)  p(2n+5) p(m+1)? . 
+; 4 


4 


"er 


6 36 
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and 


4 


Therefore, when the retirement C’s are 
equal and due every period, formulas (5) 
and (6) reduce to (7) and (8). 

If retirements are made every other pe- 
riod, we are really using the integers 2, 4, 
6, - - - , for which there are special sum- 
mations which I have called ‘‘” even” sum- 
mations (see Table 2). When the retire- 
ments are equal, C can again be taken 
outside the sign, and the ‘‘m even” summa- 
tions restated in terms of the largest » of 
the series: 


n(n+1)(n+2) 


> n(n-+2) 
n=——— 
n(n-+2)(2n+5) 
1 = ’ 
12 
n(n-+2)?(n+4) 
1)( 2)= 
8 


When the quantities on the right of these 


identities are substituted in (5) and (6), 
they reduce to (9) and (10). 

If all C,’s except one are set equal to 
zero, formula (6) of course reduces to the 
single bond formula 


I 
p(n+1) 
Cn+ + 12 
2 12 


In formulas (5) through (11), in which 
p is a factor in the denominators, it is hard- 
ly necessary to remark that for discount 
bonds, p will be negative, and that when 
the price is par, p=0, and these formulas 
reduce toi=c. (But with (3) and (4), bonds 
at par can still be put through the formulas 
and the yield found by computation.) 

We now have bond yield formulas for 
every occasion.‘ 

It is doubtless regrettable that all serial 
issues are not put out with equal instal- 
ment maturities, so that their yields could 
be found by either (8) or (10), which are 
after all quite simple formulas. 


*Stelson and Snyder, THe AccounTING REVIEW, 
October, 1953, p. 554, formula (18). 

* Although the instalment payment series (2) in the 
July, 1954, paper is a general series covering both equal 
and unequal payments, the series (2) herein for serial 
bonds can be said to be even more general. For, in the 
right member of (2), p is by definition the difference 
between price and retirement values of a security issue 
with coupon payments at a rate c, retired in variable 
instalments C,. That is, p=P— pee When c>4, 
P>>-C,, hence is positive (premium). Let decrease; 
as c passes through the value i, P=)_C,, and p=0 
(punctual interest, or par, security); and as c becomes 
<i, P< )_C,, and p is negative (discount). 

The total interest J, which is the left member in 
series (2) for serial bonds, is equal to )_C,-+-¢)_Cn—P. 

If now we set c=0, J= )_C,—P. Hence, when c=0, 
p=-—TI, and we have the instalment payment series of 
the July, 1954, paper: 


rate c=0. But when we are using —/ instead of p, we 
are using a series in which the various payments may 
be any amount, large or small, equal or unequal, so 
that we can use the I-series with securities having 
coupon payments. It therefore appears that we can use 
a special case of a general series to accomplish the same 
thing that can be accomplished with the general series! 

On a simpler level, when c=0 and p= —/, the single 
bond series which we get from (2) when every C; except 
one equals zero, and which gives us formula (11), 
becomes a series for the compound amount which is the 
source of formula (16) in the October, 1953, paper of 
Stelson and Snyder, Joc. c#t. And the serial bond series 
for equal retirements every period, from which comes 
formula (8), becomes a series for the straight annuity 
instalment payment which gives us formula (10) in the 
same paper. 

(By changing the sign of # in series (2a), we can even 
get series for a sinking fund and the present value of a 


Here the r subscript is discarded, since there are now no 
coupons from which the bond retirements C, need be 
distinguished. 

The general instalment series (2a) is thus the special 
case for an instalment security issue when the coupon 


6>.Cn 


] 
sum.) 


Long ago, Arthur S. Little in “Brothers All,” Journal 
of Accountancy, Vol. 21, 1916, p. 344, showed that the 
bond formula, P=Cv*+Cc(1—v")/i, can be used to 
solve practically any problem in compound interest. 
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However, even with (4) and (6) it is usu- 
ally possible to reduce the labor of calcula- 
tion very materially by means of a perma- 
nent table of #-factors. Table 2 is such a ta- 
ble; it shows four sets of »-factors and their 
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=n(n+1)(n+2)(n+3). The “n even” 
sums are for bond issues having retire- 
ments every other period. The [m |‘ factor- 
ials have a special use only, in connection 
with >-C[n]*. The possibilities of Table 2 


sums and “‘” even” sums, for the integral 


values 2 =1 to n= 30. For brevity, the fol- 
lowing factorial notation has been adopted: 


(n?=n(n+1); [n]* 


will be clearer after examples. 


EXAMPLES 


Although an issue with equal semi-an- 


TABLE 2 
n-F ACTORS AND SuMS 

| 

| neven n even neven n even 
a) (2) (3) | (4) (5) (6) (7) (8) (9) (10) (11) (12) 
Of} 0 0 0 0 0 0 
| he 2 2 6 6 24 24 
a 621 (3 6 8 6 24 30 24 120 144 120 
| 3| 6 12 20 60 90 360 504 
| 4} 10| 6] 20 40 26 120 210 144 840 1,344 960 
| 5| 15 30 70 210 420 1,680 3,024 
| 6| 21] 12] 42 112 68 336 756 480] 3,024 6,048 3,984 

| 

7| 28 56 168 504 1,260 5,040 11,088 
8| 36| 20] 72 240 140 720 1,980 1,200} 7,920 19,008 11,904 
9 | 45 | 90 | 330 990} 2,970 11,880 30,888 
10 | 55 | 30] 110! 440| 250] 1,320] 4,290] 2,520] 17,160 48,048 29,064 
11 | 66 | 132 | 572 1,716 | 6,006 24,024 72,072 
12| 78| 42] 156] 406] 2,184| 8,190] 4,704] 32,760 104,832 61,824 
13] 91 182} 910 2,730 | 10,920 43, 680 148,512 
105 | 56] 210| 1,120] 616] 3,360] 14,280] 8,064] 57,120] 205,632 118,944 
15 | 120 240 | 1,360 4,080 | 18,360 73,440 | 279,072 
16 | 136 | 72] 272 | 1,632 888 | 4,896 | 23,256| 12,960] 93,024 | 372,096] 211,968 
17 | 153 306 | 1,938 5,814 | 29,070 116,280 | 488,376 
18| 171 | 90] 342 | 2,280 | 1,230] 6,840] 35,910] 19,800 , 632,016 | 355,608 
19 | 190 380 | 2,660 7,980 | 43,890 175,560 | 807,576 
20 | 210 | 110 | 420 | 3,080 | 1,650 | 9,240 | 53,130 | 29,040 | 212,520 | 1,020,096 | 568,128 
21 | 231 | 462 | 3,542 10,626 | 63,756 255,024 | 1,275,120 
22 | 253 | 132 | 506 | 4,048 | 2,156 | 12,144] 75,900] 41,184 ¢ 1,578,720 | 871,728 
23 | 276 | 552 | 4,600 13,800 | 89,700 358,800 | 1,937,520 
24 | 300 | 156 | 600 | 5,200 | 2,756 | 15,600 | 105,300 | 56,784 | 421,200 | 2,358,720 | 1,292,928 
25 | 325 650 | 5,850 17,550 | 122,850 491,400 | 2,850,120 
26 | 351 182 | 702 | 6,552 | 3,458 | 19,656 | 142,506 | 76,440 | 570,024 | 3,420,144 | 1,862,952 
27 | 378 | 756 | 7,308 21,924 | 164,430 657,720 | 4,077,864 
28 | 406 | 210 | 812 | 8,120 | 4,270 | 24,360 | 188,790 | 100,800 | 755,160 | 4,833,024 | 2,618,112 
29 | 435 | 870 | 8,990 26,970 | 215,760 j 5,696,064 
30 | 465 | 240 930 | 9,920 | 5,200 29,760 | 245,520 | 130,560 | 982,080 | 6,678,144 | 3,600,192 


[n}?=n(n+1); [n]*=n(n-+1)(n+2); (n+3). 


> is the sum of every other m, beginning with zero; similarly for the other “‘n even” summations. 
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nual maturities is a proper subject for for- 
mula (8), it seems desirable to take such an 
issue first through formula (4). The short- 
ening of the summation process can be car- 
ried to its limit, and is most easily demon- 
strated, with a perfectly regular issue; but 
we shall then also see how that even with 
an issue having irregularities, short cuts 
are still available. 

We therefore consider an issue of $100,- 
000, retired in 20 semi-annual instalments 
of C,=$5,000, semi-annual coupon rate 
c=.015, price $104,886.1176 (to yield .01 
per half-year, but we assume the yield un- 
known); »=20. 

The literal and long way to set up sum- 
mations for (4) would be to write out the 
total payments for each period, both bonds 
and coupons, as follows: 


=6,500+6,425+6,350+6,275+ -- 


The Accounting Review 


each summation is composed of two groups, 
eg., >.C=>-C.+ >C.. We then dis. 
cover that > °C, bears a simple relation, 
through the coupon rate c, to the bond 
amount of the next higher summation 
group. A similar cross relation exists for 
each successive summation group. The re- 
lations are: 


Cm, 
Fenn 


2 


[n 


[op 


+5,150+5,075= 115,750 


>Cn=(6,500X 1) +(6,425X2)+(6,350X3)+(6,275X4)+ --- 


+(5,150X 19) +(5,075 X20) = 


1,165,500 


¥Cn(n+1) = (6, 500% 


+--+ +(5, 1501920) +(5,075X 20X21) 


= 16,728,250 


>Cn(n+1)(n+2) 


+(6,275X4X5X6)+ 


+(5,075 20X21 X22) 


Any real relief from the foregoing array 
of multiplications (of which the dots in 
each summation stand for fourteen more 
terms!) may appear hopeless. Of course 
some of the work could be eased by taking 
factors from Table 2; thus, instead of the 
triple multiplication 5,075X20X 21X22, 
we multiply 5,075X9,240 from the table, 
line 20, column 7. But this is only minor 
aid. What we are looking for is substantial 
compressing of the summation process. 

The essential step toward simplification 
lies in the separation of the bond retire- 
ment instalments, C,, from the coupon 
payments, which we may call C., so that 


+(5,15019X 20X21) 
= 284,776, 800. 


We are therefore able to write: 


(12) C= +¢ 
(13) 
C,[n}* 
dCn(n+1)(n+2) 
15 
(15) = [n]* 


“ 


These relationships also hold for “n 


even” summations. 
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By this step we have eliminated from 
formula (4) computations any direct use of 
coupon payments. We need only to com- 
pute retirement summations and by the 
simple cross relationships just shown we 
get the coupon summations, the total of 
the two constituting the required summa- 
tions for (4). We have now succeeded in re- 
ducing the work for (4) to only a little more 
than that for (6), in which, as stated ear- 
lier, we ignore coupon payments entirely. 

Let us apply the new technique to our 
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problem. Since the retirement amounts are 
equal, we move C, outside the summation 
sign and take our ” sum-factors from Table 
2. The full computation of the summations 
is set forth in Table 3, as well as the calcu- 
lation of is by formula (4). The factors 
used in the summation of the C,’s are found 
on line 20 of Table 2, first, second, fifth, 
eighth, and eleventh columns. The calcu- 
lation of >-C,[n]* is solely for use in the 
fourth summation for the yield formula. 
It should be stressed that the finding of 


TABLE 3 
ComPuTATIONS BY Formuta (4) (REGULAR SERIAL Bono Issue) 


Problem 

Serial bond issue, $100,000; retirements, 20 semi-annual, $5,000 each; 

semi-annual coupon rate, .015; price, $104,886.1176. 
P=104,886.1176; C-=5,000; c=.015; n=20; 


I= > C—P=115,750—104,886.1176= 10,863.8824. 


Summations 
>C,=5,000X 20 = 100,000 1,050,000X.015 = 15,750 
Cn=5 ,000X 210 = 1,050,000 15,400,000X.015+2—= 115,500 
= 15,400,000 265,650,000X .015+3= 1,328,250 
= 265,650,000 > C.[n]*=5,100,480,000X .015+4=19, 126,800 
>-C,[n]4=5 ,000X 1,020 ,096=5, 100,480,000 
= 100,000+15,750 = 115,750 
=1,050,0004+115,500 = 1,165,500 


YCa(n+1) = [n]?=15 ,400,000+1 328,250 = 16,728,250 
YCu(m+1)(n+2) = °C, [mn]? = 265 , 650 ,000+19, 126, 800 = 284, 776, 800 


Solution 


Numerator: J 
| Denominator: 


| ist term: Cn 
>Cn(m+1) _ 16,728,250 
2nd term: I = 
2,331,000 
| Denominator for #2 
| 3rd term: 
>Cn(m+1)\? /16,728,250\2 
( 2>.Cn =( 2,331,000 )=7.176,426,4 
284,776,800 
6>_Cn 6,993,000 


IX10.777 ,973 Xiz 
Denominator for i; 


= 10,863 .8824 


= 1,165,500 


77,963 .852 


= 1,087,536.148 .009 989,44 


= 51.501 ,096 


40.723 ,123 
10.777 ,973 
1,169.670 
= 1,086,366.478 


.010,000, 20 
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iz does not involve any duplicate or itera- 
tive step; iz is immediately utilized in the 
further progress of the work. 

So far, the application of the summation 
short cuts to formula (4) may seem to be 
merely a display of mathematical ingenu- 
ity, because even where there are changes 
in retirements, it is clear that formula (6) 
requires fewer summation operations, since 
no coupon computations whatever are 
needed, and the latter formula is therefore 
preferable. (Its approximation results are 
as close as those by (4).) 

But there is a very good reason for the 
short cuts derived in formulas (12) to (15): 
the case in which formula (6) cannot be 
used, and we must rely on (4). Such a case 
is the serial issue in which initial coupons 
are deferred for one period. We cannot ad- 
just the summations of bond retirements 
in (6) to take care of the coupon irregular- 
ity, but we can adjust the summations for 
(4), which cover bond retirements and 
coupon payments. 

To show this point, we take a serial issue 
of $53,000, retired in annual instalments, 
one at $4,000, next five at $5,000, last four 
at $6,000, semi-annual coupon rate .01, 
with the first coupons of $530 deferred one 
period, price $55,305.50.° This problem will 
also involve “nm even” summations. 

We now have three groups to evaluate: 
a retirement of 4,000 (2 periods), retire- 
ments of 5,000 (4 to 12 periods), and of 
6,000 (14 to 20 periods). The appropriate 
>-n’s from the table are 2, 40, and 68; the 


2 being in the third column opposite n= 2, 
40 being the difference between 2 and 42 
(opposite »=12), and 68 being the differ- 
ence between 42 and 110 (opposite = 20). 


The [n]?’s, and >~[n]*’s are 


neven ven neven 


taken out in the same way. As for the de- 


5 Taken from Richard A. Byerly’s pioneering paper 
on summation series for the yield - in serial 
bonds, THE AccouNTING REVIEW, September, 1941, 
p. 281. 
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layed coupons, let them be called g; then 
the “‘correction” terms to cause the regular 
summations to reflect the deferment fea- 
ture are: > gn=530(2—1), > g[n]?=530 
(6—2), and The 
factors for 530 are the difference between 
the »-factors for 1 period and 2 periods, 
from the # column, and the [#]? and [n} 
columns of Table 2. 

Again the full computation of the sum- 
mations is shown, in Table 4, which also 
contains the solution for 7; by formula (4), 
giving is=.006,074,99. True z in this case 
is .006,074,957, so that we have accuracy 
to within about 3 units of the eighth deci- 
mal. This yield (.012 per year) is of course 
very low; hence the exceptional accuracy. 

It is apparent that every departure from 
regularity in the serial instalments adds 
to the labor of computing the summations, 
the maximum being a separate multiplica- 
tion of each retirement amount times its 
n-factor. 

A solution by (6) hardly requires to be 
shown. Without the delayed coupons, the 
preceding example would be a problem for 
(6). Without the deferment, the price on 
the same yield would be _ increased 
$3.18096. Thus modified, the problem is 
a good exercise for formula (6). The neces- 
sary summations for (6) are the first four 
for C, in Table 4. The quantities J and p 
must be found in the light of the increased 
price. 

We close the examples with one each of 
formulas (8) and (10), in Table 5. As I 
said, the first example above is a proper 
subject for (8), and it is now so used. As a 
companion example, there is set forth an 
issue of the same face amount, coupon 
rate, and number of periods, but retired 
in 10 equal annual instalments, price 
$105,110.5648 (to yield .01 per period). 


THE ERROR IN (4), (6), (8), AND (10) 


The question naturally arises, What 
about an error formula to show the extent 
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TABLE 4 
ComPuTATIONS BY Formuta (4) (IRREGULAR SERIAL Bonp Issue) 


Problem 
Serial bond issue, $53,000; retirements, 10 annual: 1 at $4,000, 5 at $5,000, 4 at $6,000; first coupons 
deferred 1 period; semi-annual coupon rate, .01; price, $55,305.50. 
P=55,305.50; C,=4,000 (2), 5,000 (4 to 12), 6,000 (14 to 20); c=.01; n=20; 
I= > C—P=59,160—55,305.50=3, 


854.50; g=530, deferred 1 period. 


| Summations 

¥C,=4,000-+(5,000X 5)-+(6,000%4) 53,000 

| (4,000 2) +(5 ,000X 40) -+(6,000 68) = 616,000 
>-C,[n]?= (4,000.6) +(5 ,000 400) -+(6,000X 1,244) = 9,488,000 
(4,000 24) 24,336) = 169,512,000 


> C.=616,000X .01 = 
> Cm=9,488,000X.01+2 


]*= (4,000 120) +(5 ,000X 61 , 704) +(6,000 506,304) =3 346,824,000 

6,160 

47 ,440 

.01+3 = 565,040 

>C.[n]*=3 ,346,824,000X .01+4=8, 367,060 
> C=53 ,000+6, 160 

>> Cn=616 ,000+-47 ,440+-530 = 

Cn(n+1) =9, 488 ,000+-565 ,040+2, 120 

Cn(n+1) (n+2) = 169, 512,000+8, 367 ,060+9 ,540= 177 , 888, 600 


= 530 
=2,120 

= 59,160 
663 ,970 
= 10,055,160 


Numerator: J 


Denominator: 
ist term: 
Cn(n+1) __ 10,055, 160 
2>°Cn 1,327,940 
Denominator for 72 
3rd term: 
Cn(n+1)\? /10,055,160\2 
( 2>.Cn )=( 1,327,940 )=7.s71,998,7 
> Cn(n+1)(n+2) 177,888,600 
6>.Cn "3,983,820 


1X12.682,395Xis 


Denominator for 4, 


Solution 


= 3,854.50 
= 663,970 
=— 29,186.269 
= 634,783.731 is= .006,072,15 
57.335, 165 
=— 44,652,770 
12.682,395 
=— 296.833 
= 634,486.898 is= .006,074,99 


of accuracy generally for the 7s formulas? 
A mathematically sound expression for an 
error term for (4), (6), and (10) is far too 
unwieldy to be useful. For (8), the same 
error formula can be used as for 7; in the 
straight annuity yield formula,® but with 


*Stelson and Snyder, loc. cit. 


positive sign, and with = substituted for 
<: 

—1 2 


540 


As a practical matter, this formula will 
serve with (4) (with negative sign), (6), 
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TABLE 5 
COMPUTATIONS BY Formulas (8) AND (10) 


By formula (8) 


Problem 
Same serial bond issue as set forth in Table 3. 
p= P—C,n= 104, 886.1176—100,000=4, 886.1176; 


Serial bond issue, $100,000; retirements, 10 annual, $10,000 each; 
semi-annual coupon rate, .015; price, $105,110.5648. 
P=105, 110.5648; C-= 10,000; c= .015; »=20; 


p=P-—C, = 105, 110. 5648— 100, 000=5, 110.5648; 


Ca 1 
c—p=(1,050,000X .015) —4, 886. 1176= 10, 863.8824. 
Solution 
Numerator: J = 10,863 .8824 
Denominator: 
1 
Ist term: =5,000%210 = 1,050,000 
2 
2nd term: POTD pX7.333,333,33 =+ 35,831.529 
Denominator for = 1,085,831.529 i= .010,005, 13 
2)(n—1 
3rd term: + 567 .623 
Denominator for #3 = 1,086,399.152 009,999, 90 
By formula (10) 
Problem 


Cy 2 
c—p=(1,100,000X .015) —5,110.5648= 11, 389.4352. 
Solution 
Numerator: J = 11,389.4352 
Denominator: 
Cy 2 
ist term: ) 10,000% 110 = 1,100,000 
2n-+5 
2nd term: =+  38,329.236 
Denominator for i2 = 1,138,329.236 i#=.010,005,40 
1)2 
3rd term: 9X12. =-+ 626.382 


Denominator for is = 1,138,955.618 1;=.009,999,89 
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TABLE 6 
ERRORS IN i3 APPROXIMATIONS 
Serial Bonds (Equal Semi-annual Maturities) 
c= .015 c= .025 
n | Error for iz when Error for i3 when 
i=.01 i= .02 im 03 i= .01 i= .02 i= .03 
4 | +.000,000,002 —.000,000,01 —.000,000,2 || +.000,000,006 +.000,000,01 .000,000,05 
8} .0 — .0? — 8 3 8 —.0 3 
12 | 07 3 — .0 2 — .0 2 .07 8 08 2 —.0 7 
16 6 —.@ 4 —.0 4 2 4 —.0 1 
20 1 — —.0 7 3 8 —.0 2 
30| .08 2 =H 2 9 2 7 
| Error by formula 
n 540 
| Error for 73 when 
i= .01 i= .02 i= .03 
4 | .000,000,004  .000,000,064 .000,000,32 
8 | 07 15.08 24 oO 1,2 
12 | or 91 4,6 
16 | 12 1,9 9,7 
20 | 22 3,4 17 
30 | 65 10 53 


and (10), even though it becomes only an 
approximation to the error term for these 
formulas. Any error formula is only an 
approximation at best, and it is unsafe to 
expect (16) to tell us more than the number 
of correct decimal places. The # in (16) is 
the largest » in the problem. 

A small assist toward accuracy in an 73 
result may be mentioned. We can modify 
the denominator of the 7; formulas by di- 
viding the third term by (1+72), or, just 
as well, by multiplying by (1—72). The 
division by (1+-72) is soundly based in the 
case of the formula for i; in the annuity 
yield problem’ and also in (8) and (10) 


™Stelson and Snyder, /oc. cit. 


herein. But in the case of (4) and (6), as 
the inequalities among the C’s become 
more numerous and larger, simple division 
by (1+-72) strays farther and farther from 
its mathematical moorings. Nevertheless, 
in almost any serial bond yield problem, it 
will bring about a result, which we may 
call i3,, that is a few units closer than i; in 
the first erroneous decimal place. 

Table 6 is a short tabulation of the ac- 
tual error in formula (8) at yield rates 
i=.01, .02, .03, for selected periods up to 
n= 30. The error in formula (10) is never 
more than one unit greater than that 
shown for (8). For comparison, the error by 
formula (16) is shown for the same rates 
and periods. 
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A CASE STUDY OF PRICE-LEVEL 


ADJUSTMENTS 


DonaLpD A. CorBIN 
Assistant Professor, University of California, Riverside 


URING the post-World War II pe- 
D riod there has been no deficiency of 

articles dealing with price-level 
problems. Neither have many writers 
failed to point out the distortions caused 
by the “cost basis” of accounting. How- 
ever, there has been a lack of applied stud- 
ies showing the exact amount and direc- 
tion of statement distortion in particular 
industries. Few accountants have de- 
veloped the case studies which are requi- 
site to a clear understanding of both the 
theoretical and practical aspects of finan- 
cial reporting when prices change. 

One of the main reasons accounting for 
this lack of work in the field is that both 
theoreticians and practitioners are unsure 
of the steps required to make a complete 
series of adjustments. No comprehensive 
treatise on this subject has been written 
since Sweeney’s highly complicated book 
in 1936.1 Subsequently many short articles 
have been aimed at the target, but no fully 
detailed analysis has hit the bull’s eye. 
Not only are the adjustments beset with 
the many practical difficulties of data col- 
lection, but comprehension of the overall 
tie-in between the income statement and 
balance sheet is difficult. 

In recent years, the American Account- 
ing Association has attempted to overcome 
this situation. Since the release in 1951 of 
Supplementary Statement Number 2, 
“Price Level Changes and Financial State- 
ments,” the Association has conducted 
several pilot case studies of price-level 
adjustments. Materials on the methods 
used and the early results of some of these 


1H. W. Sweeney, Stabilized Accounting (New York: 
Harper Bros., 1936). 
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studies were kindly made available to this 
writer by Drs. Ralph Jones and Perry Ma- 
son, who worked on these studies. These 
materials helped make possible a practical 
application of price-level adjustments to 
the financial reports of a large department 
store. 

A department store was chosen because 
this type of industry had not yet been 
tested for the effects of changing prices. 
The case study covered a twenty-year pe- 
riod ending January 31, 1953, so that pe- 
riods of rising and also declining prices were 
included. The department store, operated 
in both leased and owned buildings, was 
financed by both bonds and preferred 
stock, and had large inventories with vary- 
ing turnovers. These factors added spice to 
the problems associated with changing 
prices, and made possible some extensive 
work in the area of stabilizing inventories 
of a department store. 


CASE STUDY RESULTS 


When adjustments were made by means 
of a general price-level index, the depart- 
ment store case study bore out the general 
conclusions of theoretical analysis concern- 
ing price-level distortions in financial 
statements. The distortions were even 
greater when specific indexes were also 
used. The adjusted statements were not so 
extreme as to indicate the payment of in- 
come taxes and dividends ‘“‘out of capital,” 
but the excess of the tax burden based on 
the reported figures over that on the ad- 
justed figures was quite significant. De- 
tailed tables showing the results of adjust- 
ments to this department store’s state- 
ments may be found in my article in the 
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April, 1954 issue of the Journal of Account- 
ancy. Here only a summary of these re- 
sults will be given, followed by an explana- 
tion of the methods used. 

During the period of the case study, 
from fiscal 1933 through fiscal 1952, the 
Consumer Price Index rose in every year 
except 1933, 1938-9, and 1949-50. When 
this index (which was found to approxi- 
mate the movement of the general price- 
level quite well) was used to put all costs 
in dollars of constant size, the following 
significant facts were discovered: (1) Dur- 
ing periods of rising prices, reported in- 
come generally exceeded adjusted income, 
and when prices fell the reverse was true. 
The average difference (over the twenty 
years) between reported and adjusted in- 
come was 20 per cent of the reported in- 
come, with a standard deviation of 13 per 
cent, and a range of from 4 to 58 per cent. 
(2) When both the income statements and 
the balance sheets were adjusted, the rates 
of return on stockholders’ equity were 
similarly distorted. The discrepancies, 
based upon the reported figures, averaged 
29 per cent, with a standard deviation of 
17 per cent. (3) Income tax rates, arrived 
at by dividing income taxes paid by ad- 
justed net income available for taxes, aver- 
aged about 7 percentage points higher 
than the reported tax rates, calculated in 
a similar manner. Since reported net in- 
come ranged from about one to six million 
dollars, over the twenty years, the amounts 
of taxes involved were material. (4) The 
reported per cent of earnings paid out in 
dividends averaged 51 per cent, whereas 
the adjusted figures indicated an average 
distribution during the twenty years of 61 
per cent. (5) Through the years of rising 
prices, the gains due to being a debtor and 
the losses from being a creditor amounted 
to several million dollars. During the post- 
war inflation the company had a large ex- 
cess of monetary assets over monetary li- 
abilities (monetary items being those 
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whose amounts are fixed by contract, such 
as cash, receivables, payables, etc.), which 
resulted both in 1946 and 1947 in purchas- 
ing power losses of over a million (current) 
dollars per year. (6) Growth indicators, 
such as sales, plant, inventories, and stock- 
holders’ equity overstated the company’s 
expansion by from 50 to over 100 per cent. 
For example, sales were reported to have 
increased from $12 to $64 million over the 
twenty years, whereas the adjusted figures 
range only from $25 to $64 million. The 
reported sales figures were also misleading 
because they indicated peak sales in 1952, 
whereas the adjusted figures indicate that 
1946 was the big year in department store 
volume. (These same general results were 
also borne out when other index numbers, 
specifically designed for the sales and in- 
ventories of a department store, were used 
for correction.) 


CAUTIONS IN INTERPRETATION 


A few cautions in the interpretation of 
the adjusted figures are in order. The Con- 
sumer Price Index, which was used in this 
case study, is not a perfect measure of the 
general price level. However, it approxi- 
mates very closely the implicit price de- 
flators of Gross National Product, which 
are commonly considered to be good meas- 
ures of the general price level. The Con- 
sumer Price Index was available for 
monthly corrections, and it was also the 
index which the American Accounting As- 
sociation used in its studies. 

The Consumer Price Index was also.used 
to compute the gains (or losses) from being 
a debtor (or creditor) during periods of 
changing prices. Thus, it measured the 
gain or loss in general purchasing power, 
rather than specifically that of the depart- 
ment store (according to its uses of funds). 
This is justified in order to get compara- 
bility with other firms, and to avoid the 
impossible task of creating special indexes 
for each firm. 
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A further theoretical problem arises 
from using only a single index of the gen- 
eral price level, because this method as- 
sumes that the cost basis of accounting 
(now costs measured in dollars of constant 
size) is satisfactory during a period of 
changing prices. The values of many as- 
sets (for example, buildings, equipment, 
and inventories) often change much more 
than does the general price-level. These 
changes, though “unrealized” according 
to generally accepted accounting ‘‘princi- 
ples,” may give rise to serious error in the 
balance sheet and in ratios calculated 
therefrom. In this case study, for example, 
buildings, leaseholds and equipment were 
estimated in 1952 to have a current value 
of $2,850,000 more than the adjusted cost 
figure, inventories $250,000, and Invest- 
ments $800,000. These additional values 
raised the total assets by approximately 
10 per cent, and lowered the rate of return 
on common equity by .5 per cent. 

A final caution must be noted, because 
of the fact that the adjustments of costs 
were made without any change in the ac- 
counting procedures followed by the com- 
pany. If any of the firm’s accounting pro- 
cedures were designed to eliminate infla- 
tion distortions, e.g., such procedures as 
accelerated depreciation or charging capi- 
talizable items to expense, the adjusted 
figures would not yield precise periodic de- 
terminations of income. However, little 
evidence of conflicting accounting proce- 
dures was found in this case study. In other 
cases in which conflicts exist, corrections 
are in order before attempting price-level 
adjustments. 


METHODS OF ADJUSTMENT 


The methods used in this case study will 
be explained, using the figures of fiscal 
1946. During this period the Consumer 
Price Index (1947—-9= 100) rose from 77.6 
to 91.9, a little over 18 per cent. This index 
was used as a measure of the general value 


of the dollar. All figures were expressed in 
dollars of the same size (1947-9 base-year 
dollars), by first dividing them by the in- 
dex number appropriate to the date of 
their occurrence. The base-year dollars were 
then converted to current dollars (multiply- 
ing each by the current year’s index) in 
order to present the twenty statements in 
comparable, currently-familiar dollars. 


SUMMARY OF ADJUSTMENTS 


The essentials of the procedure were to 
enter the beginning balance sheet, the end- 
ing balance sheet, and the income and re- 
tained earnings statement for fiscal 1946 
on three separate worksheets, which, of 
course, tied-in to each other. Simple con- 
versions, first to base-year dollars and then 
to current dollars were made directly on 
the worksheets; more complicated conver- 
sions involving details of costs which had 
been incurred in different periods, were 
computed on separate, indexed schedules. 
Thus all items were converted to uniform 
dollars of equivalent value. 

The order of the balance sheet accounts 
was rearranged before entry on the work- 
sheet, listing first the monetary, followed 
by the non-monetary items. Monetary 
items are the assets, liabilities, and pre- 
ferred stock accounts which remain fixed 
in amount by contract while other prices 
change. Examples are cash, fixed-price 
securities, receivables, all current and fixed 
liabilities, and non-participating preferred 
stock. Non-monetary items, such as land, 
buildings, inventories, and common stock, 
are subject to fluctuation in price. In addi- 
tion to rearranging the items, all “surplus 
reserves” were transferred back to the re- 
tained earnings account. The figures were 
also rounded to the nearest thousand dol- 
lars. 

On the worksheet containing the begin- 
ning balance sheet at 2/1/46, all accounts 
except retained earnings were adjusted to 
homogeneous base-year dollars (by the 
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procedures outlined below). The adjusted 
retained earnings was then derived by the 
“single-entry method” from the following 
formula: 

Adjusted total assets minus adjusted to- 
tal liabilities and preferred stock minus 
minus adjusted common stock items equals 
adjusted retained earnings (beginning). 

In a like manner, the ending adjusted re- 
tained earnings was calculated from the 
adjusted figures on the second worksheet 
containing the year-end balance sheet 
items. The task remained of converting 
the revenues, expenses, and retained earn- 
ings analysis items to homogeneous base- 
year dollars on the third worksheet. (This 
is also explained in detail below.) The net 
income figure, however, was incomplete af- 
ter these adjustments because of the omis- 
sion of the gain or loss sustained from be- 
ing a net debtor or creditor during the year, 
i.e., from holding a net credit or debit bal- 
ance of monetary items, respectively. This 
gain or loss, which provides the final tie-in 
between the beginning and ending ad- 
justed retained earnings, was also calcu- 
lated by the single-entry method as fol- 
lows: 

Given: Adjusted beginning retained 
earnings plus adjusted net income (includ- 
ing gain or loss on the net balance of mone- 
tary items) less adjusted dividends equals 
adjusted ending retained earnings. 

All variables in the above formula were 
now known except the gain or loss on the 
net balance of monetary items, which was 
calculated as follows: 

Gain or loss on the net balance of mone- 
tary items equals adjusted ending retained 
earnings less adjusted net income (exclud- 
ing gain or loss on the net balance of mone- 
tary items) plus adjusted dividends. 

All of the items appearing in the state- 
ments were now expressed in homogeneous 
base-year dollars, and all statements tied 
in to each other. All figures were measured 
by an accounting yardstick—the dollar— 
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which was constant in size. In order to 
make the unit one which was familiar, i.e., 
the current dollar, it was merely necessary 
to multiply all figures by the current year- 
end index. This was done in the final col- 
umn of the worksheets. All adjustments 
were first made in base-year dollars, how- 
ever, so that the figures for the twenty 
years could be easily translated to dollars 
of any year. 


ILLUSTRATION OF ADJUSTMENTS 


The worksheets and the detailed adjust- 
ments entered thereon are illustrated be- 
low. In these illustrations and in the fol- 
lowing discussion, amounts are stated in 
thousands of dollars. The worksheet of the 
ending balance sheet items at January 31, 
1947 appears on the following page. 

Adjustments to base-year dollars were 
made to all items as follows: 


Monetary Items 


The monetary items were adjusted to 
base-year dollars on the worksheet direct- 
ly, dividing each by the January 31, 1947 
index number, 91.9. (The Consumer Price 
Index numbers are published monthly and 
represent the average for the month. The 
January 31 index was derived by summing 
the January index 92.0 and the February 
index 91.8 and dividing by two. The work- 
sheets of each of the twenty years in the 
case study were first put in base-year dol- 
lars, to permit comparability among years 
and also various shortcut statistical pro- 
cedures.) The base-year figure of $5,662 
for the net balance of monetary items in 
schedule A-1 may be proved either by al- 
gebraic addition of the debits and credits 
or by dividing $5,203, by 91.9. These ad- 
justments were all entered directly on the 
worksheet, and did not come from separate 
schedules. 


Non-Monetary Iiems 
These required detailed analysis of the 
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SCHEDULE A 


A DEPARTMENT STORE 
WoRKSHEET—BALANCE SHEET ITEMS 
Janvary 31, 1947* 

($ in thousands) 


Base Year $ 


| Reported 1947-9 
January 31, 1947 Schedule Base Year $ 113.7 =1/31/538 
| De | Cr. | No. | Dr | Cr. | Dr | Ce. 
Monetary Items: 
Interest receivable.............. 22 | 91.9 24 27 
Notes receivable... . 38 | 91.9 41 47 
Accounts receivable... 5,010 | 91.9 5,452 6,198 
Long-term notes........... 1,516 | 91.6 1,650 1,876 
Federal tax claim...... ey 137 | 91.9 149 170 
Misc. investments.............. 235 91.9 256 291 
U. S. Securities—improvements .. 500 | 91.9 544 619 
U. S. Securities—capital exp’s....| 1,400 |} 91.9 1,523 1,732 
Accounts payable............... 3,068 | 91.9 3,338 3,796 
Income taxes....... 1,326 91.9 1,443 1,641 
Reserve for employee benefits... . | 17 91.9 18 21 
Deferred income...#............ 21 91.9 23 26 
Preferred stock.............-... | 216 | 91.9 235 | 267 
Net Balance of Monetary Items....| 5,203 | | 91.9 5,662 6,438 
Merchandise inventory............ 8,876 | B | 10,492 11,929 
2,088 C 2,827 3,214 
Buildings and equipment—net 3,145 | D 4,233 4,813 
Leasehold—net.............. 90 | D 216 245 
Leasehold improvements—net...... 485 | D 773 878 
Investments in real estate—net..... 1,562 E 2,332 2,470 
Allowance for losses on investments. | 333 E 455 518 
| 496 84.6 586 668 
Capital stock—common. ... | 11,551 F 19,498 22,169 
Retained earnings.......... 10,061 | Residual 7,008 7,968 
Totals... ..| 21,945 | 21,945 26,961 | 26,961 | 30,655 | 30,655 


* The worksheet for the beginning balance sheet items at February 1, 1946 is identical in format and method of 


adjustment, and hence will not be illustrated. 


dates and amounts of costs incurred, be- 
cause their prices were not fixed and hence 
their current cost in dollars of constant size 
differs from their original cost. A detailed 
analysis of the adjustments to these non- 
monetary items follows: 


Merchandise Inventory 


Theoretically, the cost of each item of 
inventory on hand should be divided by 
the index at its acquisition date, to put it 
in base-year dollars. In the case of a de- 


partment store using the retail inventory 
method this was impossible, because the 
estimated costs under this method were 
weighted averages, and therefore did not 
represent actual costs at particular dates. 

Various tests and samples were made in 
in order to find a theoretically valid and 
practically feasible way of converting the 
retail inventory into homogeneous base- 
year dollars. These involved such possi- 
bilities as:(1) using the company’s age anal- 
ysis of inventories and assuming that the 
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retail inventory represented actual costs at 
these dates, (2) making an average correc- 
tion on a yearly basis, assuming the inven- 
tory represented costs acquired evenly 
throughout the year, and (3) working back 
through the years during which the current 
retail inventory formula figures were 
strongly affected, expressing each of the 
variables in the retail formula in base-year 
dollars. The last of the above mentioned 
possibilities, if calculated by departments 
and by months was the “‘ideal,”’ but in- 
volved a multitude of computations. After 
many samples of the above methods, in 
which the percentage errors between the 
shortcuts and the ideal method were cal- 
culated, it was decided that monthly cor- 
rections using the retail formula figures for 
the entire store (rather than by depart- 
ments) would be most practical and suff- 
ciently accurate. (The sample errors 
proved to be less than one per cent of 
either the inventory value or of net in- 
come.)? 

The formulas and their application to 
the department store’s retail inventory 
are as follows: 

Ending inventory at estimated cost equals 
ending inventory at retail times the amount 


available to sell at cost, divided by the amount 
available to sell at retail. 


Let, 
I=inventory, at estimated cost, 
P=purchases of year, at cost, 
R=inventory, at retail, 
A =available to sell at retail. 


We may express the above relationship by 
means of a formula as follows: 
lam 


where subscripts refer to dates. 


9 


Ag 


_ * Fora fuller explanation of adjusting retail inventor- 
les see Jerome Porter, “Index Number Stabilization of 
Inventories Kept by the Retail Method” (Unpublished 
M.B.A. thesis, Department of Business Administration, 
University of California at Berkeley, June, 1953). 
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3. (PutIe) 


Ra Ra Ru Ra Pu 
4. (Pul+ Ae (Is). 

Ideally formula 4 should be carried back 
to the first year of purchases, but since 
R/A is less than one, its effect diminishes 
very rapidly. By going back only a few 
years prior to the year in question, we may 
get a starting place with slight error. In the 
first year chosen as a starting point, the 
converted inventory may be estimated, di- 
viding the cost of the inventory under the 
retail method by the average index for the 
year. 

Purchases for each year may be con- 
verted to base-year dollars on a monthly 
basis; divide each month’s purchases by 
the index of the particular month. The 
ratios of R/A are available from the re- 
tail inventory records. The inventory at 
cost, converted into year-end dollars, may 
now be calculated, using formula 4. Once 
an inventory of an early period is con- 
verted, all later adjusted inventories may 
be easily calculated by substitution in for- 
mula 2. 

The inventory at January 31, 1947, ad- 
justed to base-year dollars, was derived by 
using formula 2. For our purposes, this 
formula states that the adjusted 1947 in- 
ventory equals (the ending inventory at 
retail divided by the goods available to 
sell at retail) times (current adjusted pur- 
chases for the year plus the beginning ad- 
justed inventory). Since the ratios of the 
ending inventory to goods available at 
either retail or cost are the same, cost fig- 
ures were used because they were more 
readily available. 

The following figures (in thousands of 
dollars) were taken from the merchandis- 
ing records: 

Item 1/31/46 1/31/47 
Merchandise Inventory—at cost $4,446 $7,836 


(These figures exclude purchases in transit, of 922 
and 1,040 respectively, which were not included in the 
company’s retail formula.) 
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Monthly purchases for the year were 
taken from the records, proved to the audi- 
tor’s report, and converted to base-year 
dollars by dividing each monthly total by 
the index of that month. This is demon- 
strated below on schedule III-a of the 
worksheet for income and retained earn- 
ings: 

SCHEDULE IiIl-a 


PurcuasEs, INCLUDING FREIGHT 
Year EnveED January 31, 1947 


(Dollars in thousands) 


Date Cost of Index of Base Year 

Purchases Month Dollars 

February, 1946..... 2,238 77.6 2,884 
2,950 78.0 3,782 
April 78.5 4,622 
3,254 78.9 4,124 
2,853 79.8 3,575 
2,618 84.6 3,095 
August...... 3,871 86.4 4,480 
September....... 3,242 87.4 3,709 
Getober....... 3,847 89.1 4,318 
November......... 3,750 91.2 4,112 
December....... 3,669 91.9 3,992 
January, 1947...... 2,556 91.9 2,781 
38,476 45,474 


The beginning merchandise inventory 
costing $4,446 had been previously calcu- 
lated to be $5,792 in base-year dollars, 
since this case study started with fiscal 
1933. At this latter date, formula 4 had 
been used to derive the adjusted inventory. 
Each subsequent inventory was derived 
with formula 2, the method now being 
demonstrated. 

The items above were then substituted 
in formula 2 on schedule B, to derive the 
ending inventory in base year dollars, as 
follows: 

SCHEDULE B 


INVENTORY 
January 31, 1947 
(Dollars in thousands) 
7,836 
(45 ,474+5, 792) =9, 359. 
(4,446+38 , 476) 


Add ending purchases in transit in base year dollars, 
1,040+91.8 (February, 1947 Index).... 1,133 


10,492 


Land 


The adjusted total for land was calcu- 
lated on Schedule C by dividing each 
year’s acquisitions by the index of that 
year. 


SCHEDULE C 


LAND 
January 31, 1947 
(Dollars in thousands) 


Date Cost Index at Base Year 
Acquired Acquisition _ Dollars 
| 1,958 74.2 2,639 
16 61.5 26 
1982:..... 106 70.1 151 
1943..... 8 75.3 il 
Totals....... 2,088 2,827 


Fixed Assets 


Buildings, equipment, leaseholds, and 
leasehold improvements were adjusted on 
Schedule D, together with their related de- 
preciation allowances. Costs were arranged 
by year of acquisition. This is demon- 
strated below: 


SCHEDULE D 


DEPRECIATING ASSETS 
January 21, 1947 


(Dollars in thousands) 

Allow- 

Index Allow. 

Date at ance in 
Acquired Acqui- ber Base 
sitton D * Books Year 
ollars Dollars 

Buildings: 

1930.... 3,038 71.0 4,279 1,206 1,697 
a 46 60.2 76 15 25 
1942.... 107 15 21 

1946.... 721 84.6 852 — _ 

Equipment 

1940. . 42 60.0 70 35 58 
1941.. 288 63.5 454 160 250 
1942... 112 70.1 160 106 151 
1943... 36 18 24 
1944... 43° 75.3 57 24 32 
1945... 119 27 35 
1946... 267 84.6 316 — 
Totals.... 4,751 6,526 1,606 2,293 


Net per books at cost (4,751 less 1,606) =3,145. 
Net in base-year dollars (6,526 less 2,293) =4, 233. 
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Leasehold Improvements: 


1929.... 278 73.3 379 278 379 
1932.... 10 57.8 17 10 17 
238 63 114 
a ee 4 57.3 7 4 7 
1935.... 12 58.7 21 9 15 
1936.... SS 59.3 514 132 222 
1938.... 80 60.2 133 28 47 
1930. ... 20 «59.5 34 8 13 
Oe 19 60.0 32 7 12 
wee 61 63.5 96 13 21 
1942... 57. 70.1 81 12 17 
1965.... 9 1 1 
1946.... 65 84.6 
Totals 1,050 1,638 565 865 


Net per books at cost (1,050 less 565) =485. 
Net in base-year dollars (1,638 less 865) =773. 


Leasehold: 
1913.... 910 41.8 2,178 820 1,962 


Net per books at cost (910 less 820) = 90. 
Net in base-year dollars (2,178 less 1,962) =216. 


Composite depreciation rates were used, 
and retirements were treated under the 
first-in first-out assumption. A more re- 
fined treatment would usually prove de- 
sirable. It was impractical in this particu- 
lar study due to lack of personnel and un- 
availability of data for the entire twenty 
years. Preferably the costs would be de- 
tailed not only by type of asset, but also 
by depreciation rate within the group, and 
retirements would be identified with the 
year of acquisition. Samples, in which this 
preferable breakdown was used, revealed 
slight losses in accuracy, mainly because 
the retirement assumption (according to 
the company’s auditors) was valid in this 
case, 


Investments 


Adjustments similar to those above were 
made to the investments in real estate on 
Schedule E. The details are shown at the 
top of next column. 

An allowance for losses on investments 
of 250 was set up each year, commencing 
in 1939. The unused portion was also con- 
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SCHEDULE E 
INVESTMENTS IN REAL EsTATE 
January 31, 1947 
(Doilars in thousands) 


Dote Cost 
Acquired Acqui- Year once 
silton per ear 
Dollars Books Doliars 
1927 144 74.2 194 75 99 
1927 1,334 74.2 1,797 Land — 
1933 271 492 148 269 
1934 94 57.3 165 71 124 
1945 1§> 77.1 20 3 4 
Totals.... 1,858 2,668 296 496 


Net per books at cost (1,858 less 296) =1,562. 
Net in base-year dollars (2,668 less 496) =2, 172. 


verted to base-year dollars on Schedule E, 
under a FIFO assumption. 


Date Unused Index of Base Year 
Entered Portion Year Dollars 
1942..... 83 70.1 118 
250 74.2 337 
Deferred Charges 


Deferred charges of $496 were converted 
to base-year dollars on worksheet A-1 di- 
rectly, by dividing by the average index 
for the fiscal year, 84.6. The result was 
$586. Samples of the component costs of 
deferred charges were taken for several 
years by date of origin and appropriate in- 
dexes were divided into these costs. It was 
found that in every case similar results 
were obtained when the total deferred 
charges were divided by the average index 
of the year. The shortcut was therefore 
used on Schedule A-1. 


Capital Stock and Premium 


Each issue of capital stock still outstand- 
ing on January 31, 1947 was divided by the 
average index number of the year of issue, 
on Schedule F. 
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SCHEDULE F Retained Earnings 
Cc Stock ‘ 
J brane 1947 The adjusted retained earnings was cal- 
(iieites fa housed culated as a residual, after all of the other 
— Amount Index of Base Year | balance sheet items were expressed in base 
Issued Issued Year Dollars year dollars. In Schedule A, the sum of the 
1399 son 500 31.0 7 assets in base year dollars was $26,961 and 
1915..... 1,000 43.4 2/304 the sum of the net balance of monetary 
items, allowance for losses on investments, 
1920..... 1,000 85.7 1,167 and capital stock was $19,953. The differ- 
ence, a credit balance of $7,008 was the 
1936... 1,631 59.3 2,750 adjusted retained earnings on January 31, 
1945..... 3,039 W.4 5,942 1947. (A year prior the adjusted retained 
Sie....... 11,551 19,498 earnings was calculated in the same man- 
= ner, and was found to be a debit of $4,893.) 
The worksheet for the income and re- 
tained earnings items for the fiscal year 
ended January 31, 1947 appears as follows: 
SCHEDULE I 
A DEPARTMENT STORE 
WoORKSHEET—INCOME AND RETAINED EARNINGS 
YEAR ENDED January 31, 1947 
($ in thousands) 
Reported Year | 1947-9 
Dr. Cr. No Dr Cr. Dr. Cr 
55,986 II 65,912 74,943 
33 , 647 40,199 45,706 
245 IV 372 423 
Income—leased departments....... 298 84.6 352 400 
Income—real estate............... 117 84.6 138 157 
Income—unclassified—net......... 233 84.6 276 313 
3,797 91.9 4,132 4,698 
Net income—partially adjusted... . 5,930 5,997 6,819 
Gain (loss) on net monetary items. . . Residual 1,029 1,171 
| 
Net income—adjusted............. Residual 4,968 5,648 
Retained earnings—beginning...... 6,657 | A, 1946 4,893 5,563 
2,526 V 2,853 3,243 
Retained earnings—ending........ 10,061 A, 1947 7,008 7,968 
12,587 | 12,587 | 9,861 | 9,861 | 11,211 | 11,211 
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‘The items on the worksheet for income 
and retained earnings were converted to 
base-year dollars as follows: 


Sales 


The sales figures were gathered on a 
monthly basis and proved to the audit re- 
port. Each month’s sales total was divided 
by the appropriate index, to put it in base- 
year dollars. The procedure is illustrated 
in Schedule II, below: 

SCHEDULE II 
Net SALES 


YEAR ENDED January 31, 1947) 
(Dollars in thousands) 


Reported Index of Base Year 


Sales Month Dollars 
February, 1946..... 3,403 77.6 4,385 
'988 «78.0 5,113 
4,470 78.5 5,694 
7, 4,386 79.8 5,496 
3,985 84.6 4,710 
ae 4,852 86.4 5,616 
September......... 4,242 87.4 854 
4,924 89.1 5,526 
November......... 5,959 91.2 6,534 
December. ........ ,63 91.9 8,304 
January, 1947...... 3,587 91.9 3,903 

55,986 65,912 
Cost of Goods Sold 


The cost of goods sold, adjusted to base 
year dollars, was derived in Schedule II. 
All items entering into the cost of goods 
sold computation were adjusted, and then 
the adjusted cost of goods sold was calcu- 
lated. 

The computation of purchases as well 
as the beginning and ending inventories, 
adjusted to base-year dollars, is shown in 
the next column. The adjusted purchase 
discounts and workroom costs were com- 
puted directly on Schedule III, using the 
average index for fiscal 1946, 84.6. Samples 
of actual monthly discounts and workroom 
costs revealed that only minor errors 
might arise from this shortcut. 
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SCHEDULE III 
Cost or Goons Sotp SuMMARY 


Year Envep January 31, 1947 
(Dollars in thousands) 


_— Per Index Base Year 
Books Number Dollars 
Inventory—begin- 
5,368 Sched. B 6,974 
Purchases ( 
38,600 Sched. III-1 45,425 
Purchase di 
ee (1,613) 84.6 (1,907) 
Workroom costs. . 168 84.6 199 
Available........ 42,523 50,691 
Inventory—end- 
8,876 Sched. B 10,492 
Cost of Goods Sold 33,657 _ 40,199 


Expenses 


The expenses per books of $13,015 were 
converted to base year dollars in Schedule 
A-2 simply by dividing by 84.6, the aver- 
age index for the year. The adjusted figure 
was $15,978. 

It would seem, at first blush, that this 
shortcut would give rise to serious error. 
The expenses consist of payroll, taxes, sup- 
plies, travel, utilities, insurance, rent, re- 
pairs, advertising, etc., some of which 
fluctuate widely during the period. Sam- 
ples of seven of the twenty years revealed, 
however, that errors introduced by this 
shortcut were immaterial. For example, 
in 1947 the expenses were detailed by 
months, summed, and divided by monthly 
index numbers. The range in monthly to- 
tals, per books, was from $1,300 in Febru- 
ary to $2,100 in December and the index 
varied from 91.8 to 101.3. Nevertheless, 
the difference between monthly correc- 
tions and an average correction for the 
year was only $36. This error was only .002 
per cent of expenses, and .006 per cent of 
net income. The other samples were simi- 
lar. Therefore, the shortcut was used in 
the remaining years. 


d 
e 
d 
ir 

| 
| | 
1 } 


278 The Accounting Review 


Other Income 


The items of income from leased depart- 
ments, income from real estate, and un- 
classified income were also sampled for 
shortcut procedures of adjustment. The 
amounts were small, and sampling proved 
that dividing by the average index of the 
period would be satisfactory. These calcu- 
lations are shown directly on the work- 
sheet, Schedule I. 


Depreciation 


The depreciation per books of $245 was 
adjusted at the same time as the assets and 
related depreciation allowances, illustrated 
in Schedule D above. Depreciation expense 
was calculated on the asset costs, which, it 
will be recalled, were detailed by year of 
acquisition and by type of asset. This ex- 
pense was then converted to base-year dol- 
lars, by applying the index number of the 
year of acquisition. This is demonstrated 
in Schedule IV which follows: 


SCHEDULE IV 
DEPRECIATION EXPENSE 
YEAR ENDED JANUARY 31, 1947 
(Dollars in thousands) 


Index 
Date Depreciation Acqui- 
Acquired Recorded silton D, 
Date ouars 
Buildings: 
69 71.0 
1938. . 2 60.2 3.3 
1942.. 3 70.1 4.3 
Equipment: 
1940...... 7 60.0 217 
1941.. 58 63.5 91.3 
1942.. 23 70.1 32.8 
5 74.2 6.7 
1944... 9 75.3 12.0 
1945..... 18 77.1 23.3 
Leasehold & Improvements 
7 41.8 16.5 
fully depreciated — 
fully depreciated — 
55.4 14.4 
1934 fully depreciated 
1 58.7 1.7 
1936. 19 59.3 32.0 
1938 5 60.2 8.3 
1939. . 1 59.5 
1940. . 1 60.0 1.7 
4 63.5 6.3 
1942..... 4 70.1 | 
1 84.6 3.2 
245 372.1 


Income Taxes 


Income taxes were treated as a fiscal 
year-end liability. The total cost was there- 
fore divided by 91.9, the January 31, 1947 
index number, to convert it to base-year 
dollars. 


Dividends 

The dividends declared during the fiscal 
year were arranged by date of declaration. 
These were divided by the index of the 


month in which they were declared. The 
results may be seen in Schedule V. 


SCHEDULE V 


DIVIDENDS 
Year ENDED January 31, 1947 
(Dollars in thousands) 


Declaration Type Amount 
Date Declared Month Dollars 
March ’46... Preferred 7.5 78.0 9.6 
September... Preferred 7.5 87.4 8.6 
April........ Common 251 78.5 319.7 
Common 251 79.8 314.5 


September... Common 251 87.4 287.2 
December... Common 251 91.9 273.1 
January ’47.. Common 1,507 91.9 


Totals... . 


Net Income—unadjusted 


All the income statement items per an- 
nual report had now been converted to 
their equivalents in base-year dollars. 
Sales plus other income less all the ex- 
penses, other deductions and income taxes 
equalled the partially adjusted income of 
$5,997 in base-year dollars. It was called 
partially adjusted income because the loss 
due to holding a net debit balance of mone- 
tary items (while the general price-level 
rose) had not been recorded. 


Net Income—adjusted 


The adjusted net income was computed 
as a residual by the single entry method, 
due allowance being made for dividends as 
follows: 


Retained earnings—beginning........... 4,893 
2,853 
2,040 
Less: Retained earnings—ending........ 7,008 
Net income—adjusted...............-- 4,968 


It 
endi 
viou 
and 
Gain 
Tl 
inco 
com 
whic 
Thi 
as a 
the 
leis 
I 
had 
tota 
yea 
the 
fro 
pric 
tot 
Cur, 
a 2,526.0 2,852.5 T 
yeat 
mos 
195 
was 
base 
the 
yea 
yea 
' mul 
195 
sig 
The 
of 
dist 
In 
the 
end 
lect 


he 
he 


It will be recalled that the beginning and 
ending retained earnings figures were pre- 
viously derived on worksheets A for 1946 
and 1947. 


Gain (Loss) on Net Monetary Items 


The difference between the adjusted net 
income and the partially adjusted net in- 
come was the loss on net monetary items, 
which had not been taken into account. 
This figure of $1,029 was also calculated 
as a residual, being the amount required to 
bring the partially adjusted net income to 
the proper figure. (In Schedule I $5,997 
less $4,968 equals $1,029.) 

In this case study, the department store 
had a net debit balance of monetary items 
totalling $5,203 per books ($5,662 in base- 
year dollars) on January 31, 1947. During 
the fiscal year the general price-level rose 
from 77.6 to 91.9. Creditors lose when 
prices rise. The department store suffered 
to the extent of 1,029 base-year dollars. 


Current Year-end Dollars 


The final step was to convert the base- 
year figures to more recent dollars. The 
most recent year-end was January 31, 
1953, during the study. This conversion 
was made simply by multiplying each 
base-year item in the worksheets by 113.7, 
| the January 31, 1953 index. 

On January 31, 1954, when the next 
year’s statements are prepared, all prior 
years’ reports may be made comparable by 
multiplying the base-year figures by the 
1954 index. 


CONCLUSION 


The method outlined above, was de- 
signed for a study of a twenty-year period. 
The results of the adjustments to dollars 
of constant value revealed the expected 


; distortions in periodic income reporting. 


In conclusion it will be interesting to com- 
pare the company’s financial reports with 
the adjusted reports for one year. The year 
ended January 31, 1947 will again be se- 
lected for this comparison. 
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In order to compare these two sets of re- 
ports, it will be necessary to convert the 
figures in the base-year dollars column of 
the Worksheets to dollars of the year of 
the annual report. The conversion may be 
made simply by multiplying each base- 
year figure by 91.9, the January 31, 1947 
index.’ 

The comparable balance sheets are 
shown in Exhibit A, on the following page. 

Inasmuch as the general price level rose 
during the year ended January 31, 1947, 
the adjusted balance sheet reveals that the 
non-monetary items, such as inventories, 
land, and depreciating assets, exceeded 
the historical costs by material amounts. 
In the proprietorship section, the value of 
the stockholders’ original investments in 
common stock (measured in 1/31/47 dol- 
lars) was increased $6,368. The retained 
earnings are not as high as reported by 
$3,621, due to the continual overstatement 
of ‘‘real’”’ income during the inflation years. 

As was stated earlier, the adjusted costs 
of assets may not exactly equal their actual 
market values. Aside from the problem of 
objectively determining market values, 
any increases would be “unrealized” capi- 
tal gains according to present tests of re- 
alization of income. Bringing market val- 
ues into the picture may be desirable or 
necessary under certain conditions, but 
would change only certain assets and “‘cap- 
ital surplus.” The amount of net income 
would not be altered under present ac- 
counting conventions. 

The comparative income statements for 
the year ended January 31, 1947 appear 
below. Because prices rose during the year, 
sales, measured in 1/31/47 dollars are in- 
creased $4,588. However, this increase is 


7 Some accountants prefer to adjust the income 
statement to the average dollar for the year, and the 
balance sheet to on year-end dollar. Aside from the 
objection that two ” the 
main purpose—having report justed sales be 
identical—is usually not met if there is seasonal variation 
in sales. Since the statements are read after December 
31, the year-end dollar seems to be a logical unit of 
measurement, which is both more familiar and con- 
sistent. 
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EXHIBIT A 
DEPARTMENT STORE 
BALANCE SHEETS 
(Dollars in thousands) 


Costs 
Assets inirar Adjusted to Difference 
1/31/47 
Current Assets 
Other Assets 
Property and Equipment 
Buildings, Leaseholds and Equipment—net............... 3,720 4,798 1,078 
cee $ 1,229 $ 1,578 $ 349 
Liabilities and Owners’ Equity 
Current Liabilities 
1,326 1,326 
Common Stock Equity 


more than offset by increases in expenses. 
In a department store which has larger in- 
ventories than plant and equipment, the 
greatest distortion (when prices increase 


rapidly) arises in cost of goods sold, 
than in depreciation. 


The net income after taxes was distorted 
in the annual report by almost a half mil- 
lion dollars. In addition, an unrealized loss 


of $946 was omitted entirely from 


port to stockholders. It appears that this 


type of information would have been very 
informative to existing and prospective 
stockholders. Taken in conjunction with 
higher total asset and proprietorship val- 


rather ues, the rates of return and other ratios 
would have been significantly different. 


The effects of changing prices are impor- 
tant financial data, both in a given year 
and in comparison with prior years. They 


the re- should not be withheld from interested 


parties. 


280 
Net S 
Less E: 
Cost 
Selli 
Dep: 
Other 
Real 
Uncl 
Income 
Loss 01 
Retain 
Less D 
Retain 
f 


A Case Study of Price-Level Adjustments 


EXHIBIT B 
A DEPARTMENT STORE 


INCOME AND RETAINED EARNINGS 
(Dollars in thousands) 


Cosis 
Reported Adjusted to Difference 
Fiscal 1/31/47 $ 
Less Expense: 

& Other Income: 

ERE CIOL 5,930 5,511 (419) 
Transferred to retained earnings...................6. 5,930 4,565 (1,365) 
12,587 9,061 (3,526) 
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MY EXPERIENCE IN PRICE- 


LEVEL ADJUSTMENTS 


S. T. 
Chief Bookkeeping Officer, Food Control, Hong Kong 


HE PRICE LEVEL ADJUSTMENT in 

accounting is not a new problem. 

During the last stage of World War 
I, there was a terrible inflation in Ger- 
many. Under such circumstances certain 
measures including the price index were 
applied to accounting. But I personally 
had not faced these problems until I was 
appointed the Chief Accountant and 
Finance Manager of our company in China 
during the period of inflation. 

The Corporation which I served was a 
quite big one, comprising many depart- 
ments—cotton mills, hospitals, transpor- 
tation services, farms, theaters, etc. To 
prevent the losses from money deprecia- 
tion, we usually kept a very large quantity 
of stocks. 

Two problems were therefore raised: 
pricing and financial statements. 

As regards pricing, the FIFO cost plus 
a margin was usually our selling price of 
products or the rate for services. It resulted 
in an untrue profit figure. Suppose the 
FIFO cost was $100 and the replacement 
cost $200. We fixed the selling price as 
FIFO cost plus a margin, say 50%, or 
$150. A profit of $50 would be shown but 
in fact the total proceeds of sales were only 
sufficient to purchase back three-fourths 
of stocks we sold. It was a loss, not a 
profit. I have attempted to apply LIFO 
but there was still a difference between 
LIFO cost and replacement cost as our 
stocks consisted of some purchased very 
long ago. My final decision was this: we 
apply FIFO in accounting but current 
replacement cost in pricing. This results, 
of course, in a huge reported profit, most 
of which was derived from inflation rather 
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than normal business. Thus, it was not 
free for distribution and had to be credited 
to a reserve account in order to meet pos- 
sible deflation and replacement. 

Let us now turn to the financial state- 
ments. Our traditional procedures were to 
value fixed assets at cost less depreciation 
and current assets, especially inventories, 
at the lower of cost or market value— 
naturally always valued at cost during 
the period of inflation. The assets side of 
the statement was low from an economic 
point of view. I did not insist upon a valua- 
tion based on replacement basis but merely 
added two additional columns for both 
debits and credits in the financial state- 
ments. The liabilities were normally valued 
at book value. Current assets and fixed 
assets were both valued at net realizable 
value as far as possible. For those fixed 
assets for which net realizable value was 
not obtainable, the replacement cost of 
new assets less depreciation was applied. 
The excess of re-valued assets over liabili- 
ties was shown as a reserve. Thus the 
financial statements included accounting 
and economic information. This was es- 
pecially valuable for administrative pur- 
poses. 

In my experience, the application of 
price indices is limited by two conditions: 

(1) The speed of inflation or deflation. 

(2) The differentiation between a gen- 
eral price index and individual commodity 
price indices. 

In America, you only face one problem— 
the change in money value. In China, we 
have also faced a series of changes of 
currencies, Fapi, Golden Yuan Notes, 
Taiwan Dollars, etc. By statute, not only 
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the assets and liabilities, but the capital 
is required to be re-valued. 

Chinese Communists had applied rice 
prices to the revaluation of assets and 
liabilities before they occupied mainland 
China. Afterwards the price index was 
compiled and applied. 

As a certified public accountant of Free 
China, I should like to report regarding 
Formosa. The Government moved from 
the mainland to this island in 1949, and a 
currency reform was effected in June for 
the purpose of strengthening national 
powers. By statute, current assets and 
liabilities were converted into the new 
currency on a fixed rate, and fixed assets 
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and capital re-valued at the end of that 
year. 

Recently the Executive Yuan has ap- 
proved the recommendation of the Minis- 
try of Economic Affairs for the revalua- 
tion of fixed assets. The approved methods 
to be used are specified: (1) according to 
current price index, (2) according to re- 
placement cost, and (3) according to 
earning power. In view of the fact that the 
current price index has increased approxi- 
mately 600%, in relation to the index at 
the end of 1949, I am of the opinion that 
revaluation according to replacement cost 
is desirable. 
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THE UNDERGRADUATE 
ACCOUNTING CURRICULUM" 


MAtco.m L. PYyE 
Associate Professor, University of Richmond 


ATING SHEETS have been in my 
R thoughts to a great extent of late, 

primarily because of the need of 
adequate and proper evaluation of the 
student, and secondarily, because of my 
browsing in the area of Personnel Manage- 
ment. As a consequence, a rating sheet 
used in the Psychology Department caught 
my eye the other day. This particular 
rating sheet was being used to evaluate 
the personality of students and, therefore, 
contained areas treating of emotional con- 
trol, cooperation, activity or energy, ex- 
pression, sociability, and self-confidence. 
In each of these areas, five gradations 
were provided, of which one was to be 
checked according to the valuation of the 
examiner. 

The descriptions of the gradations under 
the characteristic of self-confidence im- 
mediately attracted my attention, for 
these gradations described perfectly my 
feelings upon being asked to present a few 
comments about course objectives in ac- 
counting and the development of curricula. 
My immediate reaction was that course 
objectives and curricula norms, though 
hazy in my own mind, could be easily re- 
duced to acceptable concrete ideas. This 
attitude was responsible for the first re- 
action described in the rating sheet: cocky, 
smug, greatly over-rates self, doesn’t rec- 
ognize limitations. As additional consider- 
ation was given to the idea, little happened 
to change my attitude except the passing 
of time, which invariably reduces my first 
impulses. The second gradation became 


* This re was presented at the Sixth Annual 
Meeting of the Southeastern Section of the American 
Accounting Association at Gainesville, Florida, May 8, 
1954, 


more true: assertive, aggressive. As I stud- 
ied more and more material pertaining to 
the problem, a faint suspicion entered my 
mind which dispelled this feeling and the 
next gradation more accurately described 
my state of self-confidence: shy, in need 
of encouragement. Today, the final grada- 
tion is the only one that can do justice to 
my condition: self-effacing, constantly ask- 
ing for help, apologetic. 


REVIEW OF EFFORTS 


The available material on course ob- 
jectives and proposals for normal account- 
ing curricula is very impressive. Objectives 
and curricula norms have been the object 
of intensive effort on the part of many in- 
dividuals, committees of various associa- 
tions, and college committees for many 
years. Is it possible to add a great deal to 
the excellent work that has already been 
accomplished in this area? It is possible to 
level constructive criticism at various 
areas, but at this time, it seems more ap- 
propriate to develop perspective for sub- 
sequent evaluation and to guide further 
efforts. It seems worth while to review the 
motivating factors behind these studies, to 
review the efforts made in this area, and to 
chart the course for future action. 

It is impossible to enumerate all efforts 
made in formulating objectives and cur- 
ricula norms. Individual instructors con- 
sider, and have considered, the problem in 
developing courses at every institution. 
Formal effort is made by many institu- 
tions through the appointment of com- 
mittees to study course objectives and 
curricula, not only in accountancy, but in 
all fields. Unfortunately, the results and 
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efforts of these many committees, though 
undoubtedly written, are not widely avail- 
able. 

Articles discussing various aspects of 
these problems have appeared in THE 
ACCOUNTING REVIEW at least as early 
as 1916 and extend to the present date. 
The index to THE ACCOUNTING REVIEW 
for the years 1926 through 1950 lists some 
226 articles under the heading “Instruc- 
tion in Accounting.’ Though some of these 
articles have little to do with course objec- 
tives and curricula, many articles of this 
extensive list are devoted primarily to a 
discussion of the basic problems. In 1916, 
Fayette H. Elwell presented the article 
“Problem of Standardizing University 
Courses in Accounting,” in 1933, Earl A. 
Saliers presented the article “Accounting 
Curriculum,” and in 1950, Paul Noble 
presented the article “Quantitative Eval- 
uation of Accounting Curricula.” These 
three citations were selected at random to 
illustrate the efforts made through the 
years. Many others could be cited. 

In addition to these individual efforts, 
legislation has been responsible for a joint 
study of course objectives and curricula 
in the State of New York. The passage of 
legislation requiring graduation from in- 
stitutions meeting suitable requirements 
was instrumental in focusing efforts in this 
state toward determining a solution to the 
problem of what is desirable, or at least 
suitable, for training prospective public 
accountants. The results of this effort may 
or may not meet the test of general ac- 
ceptance, but the legislation did direct 
the energies of competent individuals to- 
ward finding a solution to the problems of 
today. The results of these efforts are 
indicated at a later point in demonstrating 
the unanimity of opinion on the question 
of what constitutes a suitable curricula. 

_ Finally, but not least in this enumera- 
tion of efforts, must be listed that of the 
various committees of the American Ac- 
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counting Association. Committees were 
appointed in 1947 and in 1948, while in 
1949, the Standards Rating Committee 
was appointed for a period of five years. 
This Committee has studied the problems 
of course objectives and curricula for an 
extended period of time, it has entertained 
suggestions and recommendations from 
many members of the Association, and 
has presented its final report which was 
published in THE ACCOUNTING REVIEW 
for January, 1954. 


MOTIVATING FACTORS UNDERLYING 
EFFORTS 


The foregoing list indicates some of the 
efforts made in examining the objectives 
of courses and accounting curricula and 
from these examples, it may be concluded 
that many competent individuals have 
reached generally acceptable conclusions. 
What were the motivating factors, or 
events, behind these efforts? Why were the 
efforts made? If a solution has been ob- 
tained, what is the next step? 

It is difficult to establish a chronological 
order for the motivating factors. These 
can only be suggested. Many of these stud- 
ies have undoubtedly been prompted by 
the professional desire to improve the level 
of instruction. For this, many individuals 
are to be commended. There is no factual 
basis for listing the following, but it is 
believed that these have influenced the 
thoughts of many members, and thus the 
action, of various committees. Among 
these can be listed the Uniform CPA 
Examination, the New York State ac- 
crediting legislation, and the achievement 
tests of the American Institute of Account- 
ants. 

Just as effective management must con- 
stantly develop an appraisal of methods 
and results, so must the accounting in- 
structor question the effectiveness of 
techniques, course objectives, and curric- 
ula. This desire for constant improve- 
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ment underlies the individual effort of 
study. Just as the effectiveness of manage- 
ment is extremely difficult to evaluate, so 
is the effectiveness of teaching. In many 
areas of instruction, the results cannot be 
immediately evaluated and the incentive 
for constant improvement is missing, or 
less noticeable. Accounting instructors, on 
the other hand, have become increasingly 
aware of deficiencies in the training of 
accounting students because of the exist- 
ence of the Uniform CPA Examination. 
The student’s success in passing the ex- 
amination is used as a criterion of instruc- 
tion, desirable, or undesirable, as it may 
be. Not many schools would be satisfied 
with their accounting department if the 
graduates consistently and invariably 
failed to pass the examination. 

If candidates for the examination had 
little difficulty in passing, this factor would 
have little influence, but the results of the 
examination have been distressing, not 
only to faculties, but to examiners and 
many public accountants. Hale Newcomer! 
examined the published results for a period 
of ten years. The results are summarized 
below: 


Auditing. . 24.4% to 66% 
26.7% to 53.1% 
Theory. . 33.6% to 81.22% 
Practical.............. 9. 8% to 40.11% 


To some, this might suggest that the train- 
ing of the candidates was at fault, and 
without doubt, many of the failures can 
be attributed to faulty training. On the 
other hand, Professor Newcomer pointed 
out that “it hardly seems reasonable that 
the quality of candidates would vary so 
much within a six months period.” This 
led him to the conclusion that “somehow, 
some way, the examinations, or grading, 
are at fault.” 

The American Institute of Accountants 
has been interested for some time in re- 


1 Newcomer, Hale L., “The CPA Examination,” Ac- 
COUNTING REVIEW, April, 1949, page 133. 


cruiting competent personnel for public 
accounting. To further this objective, a 
Committee on Selection of Personnel was 
appointed in 1943. The objectives of this 
Committee were to investigate procedures 
for selecting and guiding into public ac- 
counting well-qualified young people and 
to develop a program of selection. When 
the resulting vocational guidance and 
achievement tests were given, the results? 
varied widely. 

The results of over 25,000 tests indicate that 
standards in accounting departments of repre- 
sentative colleges are widely variable—a finding 
of basic importance which conforms with the 
findings of other research programs, such as those 
of the Carnegie Foundation and the American 
Council on Education, with respect to college de- 
partments in general. 


It is suggested that these achievement tests 
have been influential in stimulating mem- 
bers of the American Accounting Associa- 
tion into developing suitable standards. 


PROPOSED OBJECTIVE 


When the idea of generally acceptable 
accounting principles was first developed 
some time ago, a substantial amount of 
discussion, even some heat, developed. 
For a long time it appeared that the final 
conclusion was to be that there were no 
accounting principles. Can a list of gen- 
erally acceptable objectives be formulated 
to guide the development of course con- 
tent, instruction, and curricula? No one 
list can be complete, but a well-considered 
list can certainly be useful. Let us con- 
sider some of the statements made by 
others. 

A. Frank Stewart, among other accom- 
plishments, has served on several com- 
mittees of the American Institute of 
Accountants and is Chairman of the State 
Accountancy Board of Viginia. In a paper 


2 Wood, Ben O., Traxler, Arthur E., and Nissley, 
Warren W., “College Accounting Testing Program,” 
AccouNTING REvIEW, Jan., 1948, p. 79. 
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presented at the annual meeting of the 
American Accounting Association in 1952, 
he® had the following comments: 


Somewhere along the line from parenthood, 
to the grades, to high school or to the university, 
let’s see if we can give some attention to restoring 
the processes of orderly thought, because without 
thought, there can be no judgment, and judg- 
ment is paramount in public accountancy. 

Closely following disorderly thought is its con- 
sequential result—inadequate speech and writing. 

Even though you teach your students ac- 
counting concepts and procedures to the abso- 
lute, their value to professional accountancy will 
always be severely limited unless they can tell— 
in speaking and in writing—what they did, why 
they did it, and what the significance of their 
findings may be. 


Another pertinent observation,‘ which I 
hope to bring to the attention of the Ad- 
ministration of the University of Rich- 
mond, and which I suggest is worthy of 
your consideration, is the following: 


Accounting education labors under the serious 
handicap of having grossly underpaid instructors. 


PROPOSED NORMS 


It is believed that general agreement 
exists on the desirability of a broad foun- 
dation for accounting students. The report® 
of the Standards Rating Committee sup- 
ports this as follows: 

The curriculum should be based upon a very 
broad foundation in general subjects. ... The 
purpose of this general education is primarily to 
develop an ability for sound reasoning in a civili- 
zation principally motivated by man’s economic 
and social activities. 


The belief is expressed in many instances 
that training should be given in general 
business principles; that the public ac- 
countant should be a well-rounded business 


* Stewart, A. Frank, “Accounting Education—From 
the Viewpoint of a Member of a State Board of Ac- 
AccouNTING REviEw, July, 1953, pp. 

* Ibid., p. 354. 

* Report of Standards Rating Committee of Ameri- 
can Accounting Association, ACCOUNTING REVIEW, Jan. 
1954, p. 39, 
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man. The time is rapidly passing in which 
his activities will consist of entering the 
firm for a short period of time at the end 
of the year, applying certain auditing 
procedures, and rendering a certificate on 
the financial statements at the end of the 
engagement. The accountant who is ca- 
pable only of making an audit will pass out 
of the picture and make way for the pro- 
fessional business and financial advisor. 
Many small business men desperately 
need this financial advice, and in order to 
fill this need, a broad business training 
will prove essential. 

Finally, as an objective, there is the 
statement quoted by Professor Saxe: 
... the employing accountant of today expects 
men to have a technical background, a sound 
training in accounting and related subjects. 
These three areas of training are tied to- 
gether in the following statement of the 
Standards Rating Committee:’ 

The Committee is firmly of the conviction that 
the career accountant is, first, a well-informed 


citizen, second, a well-rounded businessman, and 
third, a proficient accountant. 


In addition to general agreement on 
objectives, it is maintained that general 
agreement exists on curricula. Evidence 
of this is found in the publications and 
papers presented in various places. Pro- 
posals frequently divide the curriculum 
approximately half and half between the 
broad, or non-business studies, the so- 
called “liberal arts,” and business sub- 
jects. These business subjects are then 
generally divided half and half between 
broad business courses and accounting 
courses. C. Aubrey Smith indicates this 
tendency in the following statement :* 


The typical student who has completed a 
B.B.A. or B.S. degree with accounting concentra- 


ancy,” ACCOUNTING REVIEW, Jan., 1947, p. 33. 
of Standards Rating Committee, of. cit., 


p. 40. 
* Smith, C. Aubrey, ‘“‘Postgraduate Curricula in Ac- 
counting,” AccouNTING Review, April, 1948, p. 202. 
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tion will probably have the following course 
work to his credit: 

A. English, Natural Science, Speech, Mathe- 
matics, Social Science, Foreign Languages, 
etc. 60 hours. 

B. Economics and Business subjects, such as 
Finance, Business Law, Statistics, Market- 
ing, Management, and Business Organiza- 
tion, Business English, and Report Writ- 
ing. 38 hours. 

C. Accounting, including the first year and 
intermediate, cost, income taxes, auditing 
principles, and perhaps systems and pro- 
cedures. 24 hours. 


Professor Saxe supports this division pre- 
cisely in his article, ““Education for Public 
Accountancy.” 

Additional evidence exists for the belief 
that there is general agreement in the 
comparison made by Noble® as to sug- 
gested accounting curricula. He compared 
the suggestions of the Amercan Account- 
ing Association, given in 1938, the New 
York State Society of CPA’s, given in 
1947, and the recommendations of the 
Standards Rating Committee in their 
interim report. 

Some variation could logically be ex- 
pected as to courses and the suggested 
hours for the given courses. The surprising 
point is that such variation can hardly be 
considered substantial. 

The Standards Rating Committee 
brought forth an additional, and final, 
report in 1954. In this report, a suggestion 
was given for courses to be taken by the 
accounting student. Once again, the divi- 
sion between liberal arts, general business 
subjects, and accounting courses was 
repeated. Furthermore, this proposed norm 
follows closely the suggestions of other 
committees, other associations, and other 
individuals. It hardly seems necessary to 
repeat the suggestions of this Committee 
since these are available in the January, 
1954 issue of THE ACCOUNTING REVIEW. 


® Noble, Paul L., “A Quantitative Evaluation of Ac- 
counting Curricula,” AccounTInG Review, April, 1950, 
p. 163. 
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CONCLUSION 


Can the desired objectives and norms 
be considered as final? Is it possible that 
deficiencies exist now, or will be revealed 
later, which require further consideration 
before further action can be taken? If the 
material could be placed in a test tube, 
and conditions kept constant, experi- 
mentation might establish a greater degree 
of acceptance. Since this is impossible, 
what tests might be applied to these con- 
clusions in order to establish their validity? 

The first test that might be applied is 
that of reasonableness. This is a widely 
used accounting test, particularly in cost 
distributions, and entirely suitable here. 
This same test is used to evaluate the 
pronouncements of the Research Com- 
mittees of the American Institute of 
Accountants. 

The conclusions of the Standards Rating 
Committee are reasonable. Indications 
exist that many individuals share similar 
beliefs. These proposals are such that any 
school offering an accounting program can 
conform to the requirements with little 
difficulty. 

Are these proposals deficient in any 
respect? One of the major areas of dissen- 
sion is the time necessary for adequate 
training of the professional accountant. 
The Committee has proposed a four-year 
program, while many hold the viewpoint 
that either five-year courses, or four years 
of undergraduate work, and one year of 
graduate work, are necessary for ade- 
quate training. The Committee apparentl} 
favors a five-year program, but at the 
same time recognizes the inherent diff- 
culty of such at this time. 

A second area of controversy is whether 
undergraduate accounting curricula should 
be developed for the industrial accountant, 
the tax specialist, the public accountant, 
the cost accountant, and the systems man. 
Specialization is necessary but not at the 
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undergraduate level. A broad foundation 
will enable the student to become a better 
specialist. 

The failure to provide a means which 
will enable the student to integrate the 
many ideas received in diverse courses is 
another deficiency. A keystone course is 
needed to enable the student to apply all 
principles at a broad level. This is pro- 
vided at the University of Richmond by 
requiring all Business School seniors, 
whether accounting majors or not, to 
attend one course meeting once a week. 
This course utilizes a case approach to 
general business situations and requires 
an application of marketing, finance, pro- 
duction, personnel, and other principles. 

Substantial effort and accomplishment 
already exist in the area of objectives and 
norms. Have we reached a stage where 
different action is needed? There are still 
unsettled questions; there is doubt in 


The Undergraduate Accounting Curriculum 289 


some areas; deficiencies are indicated. 
There is always need of critical examina- 
tion of statements of objectives and pro- 
posed norms, for limiting conditions 
change, new ideas are developed, and dif- 
ferent motivating factors arise, to cause 
the older statements to lose their general 
usefulness. When reasonable conclusions 
have been attained, then it is time to 
shift the emphasis from one area of action 
to a second. It is time to determine what 
additional action can be taken to accom- 
plish the basic objectives’? underlying 
these efforts: 
1) To raise the quality of collegiate accounting 
education. 
2) To reduce the present educational dispari- 
ties which exist in the several hundred 


United States colleges and universities 
offering instruction in this area. 


10 Report of Standards Rating Committee, op. cit., 
. 38. 
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GOVERNMENTAL ACCOUNTING IN THE 


UNDERGRADUATE CURRICULUM" 


ConLEY R. ADDINGTON 
Professor, University of Miami 


accounting, Governmental account- 

ing, perhaps, offers the greatest 
opportunity for public service. Collec- 
tively, the Federal Government with its 
various agencies and the states with their 
many political sub-divisions comprise the 
greatest users of accounting today. 

It is doubtful, however, whether govern- 
mental accounting has advanced in its 
control and managerial techniques to the 
degree attained by commercial accounting, 
that is, if we can judge by some serious 
defalcations uncovered recently in some of 
our governmental units. 

Therefore, there are many opportunities 
available and many challenges awaiting 
the accountant who enters this important 
field. 


Fi: among the many branches of 


OBJECTIVES OF A GOVERNMENTAL 
ACCOUNTING SYSTEM 


The major objective in any accounting 
system, whether it be governmental or 
commercial, is to serve as a management 
tool. The Municipal Finance Officers 
Association has agreed, that to do this it 
must: 


i. Provide an accurate written record of all 
financial transactions; 

2. Provide information to be used as a basis 
for the control of government property, 
revenues, expenditures, and the acts of 
public officials; 

3. Provide complete information on the finan- 
cial condition and operating results of the 
various funds and departments; 


* This paper was pouetes at the Sixth Annual 
Meeting of the Southeastern Group, American Ac- 
counting Association, University of Florida, on May 8, 
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4. Provide readily available data required for 
periodic, special, and annual reports.! 


D. M. Beights maintains that: 


“A well-designed and organized accounting 
system is indispensable to the efficient manage- 
ment of any municipality, large or small. Ac- 
counting and management are closely related in 
the major phases of organizing, planning, execut- 
ing, co-ordinating, and controlling the fiscal af- 
fairs of the city. Dependable municipal adminis- 
tration is difficult, if not impossible, to obtain 
without an adequate accounting system.” 


FUTURE OF GOVERNMENTAL 
ACCOUNTING 


In the past, governmental accounting 
has not shared the limelight as in other 
branches of accounting. In fact, as late as 
1950, as many as 15 out of the 59 members 
of the American Association of Collegiate 
Schools of Business did not even bother to 
offer governmental accounting.’ It is not 
known, exactly, the number of non-mem- 
ber schools offering governmental account- 
ing today, but that number must be large 
due to the growing importance of govern- 
ment in our every day life. 

Governmental accounting is one of the 
most popular accounting courses we have 
at the University of Miami—judged by 
the size of the classes and the frequency 
offered. Two courses are offered—one on 
the elementary level, and another on the 
advanced level. Of course this popularity 
may be, in part, credited to the Florida 


1 Municipal Finance Officers Association, “Simplified 
Municipal Accounting,” 1950, p. 2. 

2 Beights, D. M., “Accounting Principles for Small 
Municipalities,” 1954, p. 1. 

3 Noble, Paul L., “A Quantitative Evaluation of Ac- 
Curricula,” ACcoUNTING REvIEw, April 1950, 
p. 167. 
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State Board of Accountancy in its require- 
ment that three semester hours in govern- 
mental accounting must be presented be- 
fore the candidate will be allowed to sit 
for the CPA examination. 

In past years, it has been the policy of 
the American Institute of Accountants to 
include at least one problem on govern- 
mental accounting in the practice section 
on each of its CPA examinations, usually 
on an optional basis. Sometimes they are 
given in the theory section. 

The State Board of Accountancy in New 
Jersey has given governmental accounting 
an added importance by requiring its 
CPA candidates to take, in addition to 
the regular AIA examinations, a special 
examination in governmental accounting 
before the certificate will be awarded as a 
CPA qualified to perform municipal au- 
dits. Similar rules are in effect in Kansas 
and Oregon. 

Governmental accounting is helpful to 
those preparing to become auditors, comp- 
trollers, or chief accountants of a munic- 
ipality, county, state, or in a United 
States Accounting Office. Mr. T. Coleman 
Andrews, the Commissioner of Internal 
Revenue Service, plans to add 1,000 new 
revenue agents to his staff for each of the 
next six years. 

R. M. Mikesell believes: 


“Citizens who have a knowledge of govern- 
mental accounting are likely to take greater inter- 
est in governmental finance and be better judges 
of how well or poorly it is managed. Probably not 
more than one voter in a hundred has anything 
approaching an adequate concept of the meaning 
or proper use of governmental financial state- 
ments,’”4 


TRAINING OF THE GOVERN- 
MENTAL ACCOUNTANT 


To become a successful governmental 


accountant, one must be well prepared, 
industrious, and honest, and have the 


* Mikesell, R. W., “Governmental Accounting,” 
1951, p. 8. 
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ability to meet people and to write and 
express one’s self clearly. An acceptable 
score on the American Institute of Ac- 
countant’s Orientation tests would prove 
helpful. In addition to these qualities, 
the student should have a good grounding 
not only in the technical subjects, but in 
the liberal arts courses as well. 

There is a diversity of opinion on the 
importance and number of general educa- 
tion courses as compared with the more 
specialized subjects in achieving a well- 
balanced program. Numerous articles have 
appeared in THE ACCOUNTING REVIEW in 
recent years expressing each writer’s own 
views on what constitutes a well-balanced 
curriculum. 

H. T. Scovill expresses a well-balanced 
view when he says the accounting cur- 
riculum should have the following two 
objectives: 

1. To train the prospective accountant in the 
nontechnical subjects in arts and sciences 
so that he may develop a background of 
knowledge and a confidence and an incen- 
tive that will lead him into future reading 
in any of the sciences, humanities, or social 
sciences after he leaves school. 

2. To offer training in accounting and allied 
fields which will enable the graduate to 
render a most effective type of service in 
his chosen field.* 

A typical list of technical subjects which 
might satisfy Professor Scovill’s suggestion 
is offered by Donald J. Emblen: 

Elementary accounting (Record keeping and 
procedures) 

Intermediate accounting (Theory and prac- 
tice) 

Advanced accounting 

Cost accounting 

Auditing (Theory and practice) 

Fund accounting (Municipal and govern- 
mental) 

CPA problems and review® 

5 Scovill, H. T., “Education for Public Accounting 
on the College Level,” AccounTING REvIEWw, July 1946, 
pp. 261-67. 

6 Emblen, Donald J., “Accounting in the Professional 


Business Curriculum,” AccouNnTING REviEw, October 
1949, p. 407. 
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A more specific list of courses in gov- 
ernmental and institutional accounting is 
given by Professor D. M. Beights, compris- 
ing 15 semester hours of work: 

Municipal accounting 3 hrs. 

Governmental accounting: State and county 

3 hrs. 

Special problems in governmental and institu- 

tional accounting 1, 11, 3-3 hrs. 

Internship in governmental and institutional 

accounting 3 hrs.’ 


This list appears to the writer to call for 
a rather high degree of specialization in a 
specialized field. It is doubtful if many 
schools would or could offer so many hours 
in a single subject of this type. The in- 
struction problem could become serious 
unless there were at least two instructors 
available and able to teach all these 
specialized subjects. 

The University of Miami has taken a 
middle-of-the-road course—not too high 
a degree of specialization, but what is 
considered ample in the specialized field of 
governmental accounting. Around this 
specialization is a sufficient number of 
related and liberal arts courses. Beneath 
the specialized governmental accounting 
courses are ample oldline courses to make 
the whole program a well-balanced one. 
This curriculum does not allow the student 
too many elective courses. 

The success, however, of this program is 
attested by the large number of accounting 
graduates passing municipal civil service 
examinations, Internal Revenue, and 
F.B.I. examinations. As many as 20-25 
per cent of all those who pass the Florida 
CPA examinations are University of 
Miami accounting graduates. As many as 
30 per cent pass at the first sitting. 

For those who are not familiar with the 
Florida CPA Law, I might mention that in 
addition to 27 semester hours of enumer- 


7 Beights, D. M., “The Accounting Curriculum,” 
ACCOUNTING REVIEW, April 1954, p. 222. 
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ated accounting course credits, nine 
semester hours in English, six in Econom- 
ics, six in Finance, and six in Business Law 
are required for the college graduate with 
a major in accounting to sit for the exam- 
ination. We require our graduates to have 
three additional hours each in finance, 
business law, and two additional hours in 
English, one course of which must be in 
advanced English Composition. Perhaps 
this English requirement helps the can- 
didate express himself well in answering 
the questions. 


GOVERNMENTAL ACCOUNTING 
CURRICULUM 


In the remaining section, 2 somewhat 
detailed listing of the middle-of-the-road 
courses is given, which will be centered 
around what we consider adequate train- 
ing courses for a top grade municipal ac- 
countant: 


1. Technical accounting courses: 


Accounting Principles........... 15 hrs. 
Municipal and Governmental..... 3 
Advanced Governmental and Mu- 
Taxes (Federal and State)....... 3 
Machine Accounting............ 3 
3 
Statement Analysis............. 3 
42 hrs. 
2. Related Business Courses: 
Finance (3 hrs. Public).......... 
Management Principles.......... 3 
Marketing Principles............ 3 27 
3. Liberal Arts: 
11 hrs. 
6 
Six hrs. in one: 
Psychology 
Philosophy 
Sociology 
Human Relations............. 6 “ 
Total required for graduation.......... 120 
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EXPERIENCES IN EXTENSION OF STAFF 


TRAINING TO IN-CHARGE AUDITORS 


W. L. CAMPFIELD 
Lecturer, University of San Francisco 


training classes as a part of employee 

training has been fairly widely ac- 
cepted by public accounting practitioners. 
Many medium-sized and large firms in par- 
ticular have over the years adopted vary- 
ing schemata for intensive classroom type 
instruction as a supplement to on-job 
training. Most of these firms, however, 
have directed their class instruction ex- 
clusively to junior accountants. The com- 
ments in the following pages relate a por- 
tion of a recent experience of a large scale 
audit organization’ in the conduct of short 
intensive refresher courses for auditors at 
the in-charge level. 


Ts: NEED for regular formalized staff 


OBJECTIVES OF THE COURSES AND COM- 
POSITION OF PARTICIPATING GROUPS 


The training course, scheduled to be pre- 
sented over a period of 15 consecutive 
work days, embraced 120 hours of lecture, 
directed class study, group discussion, and 
problem and case solution. The prime ob- 
jective of the course was the presentation 
to in-charge auditors of sufficient “live” 
audit situations to improve not only their 
current work performance but also to af- 
ford opportunity for demonstration of at- 
tributes required at the next higher tier 
of supervisory responsibilities. It may be 
said that the program was deliberately 
keyed to create an environ in which po- 
tential branch managers, partners, or 


? Total audit personnel is in excess of 1,000. 
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other executives could exhibit capabilities 
of working under intensive pressures of the 
types generated in normal audit engage- 
ments. Material used for the course was 
developed by qualified field supervisors 
selected from branches located throughout 
the country. This material which covered 
all major functional areas of audit respon- 
sibility was drawn from the files and ac- 
tual experiences of the audit organization 
and consisted of skeleton lecture outlines, 
selected readings on auditing, theory and 
practice, extracts from the organization’s 
policy and procedures guides, illustrative 
cases for discussion, and problems and 
cases for independent solution by the stu- 
dents. 

A pilot run of the course covering 15 
consecutive working days was conducted 
in early spring 1954 at headquarter offices 
of the audit organization. An initial group 
of 35 in-charge auditors was carefully cho- 
sen as a cross section of personnel repre- 
senting six geographical territories within 
the continental United States. Within 
each of these territories, the organization 
maintains an area office and varying num- 
bers of branch offices. 

The field supervisor instructional staff 
was supplemented during the pilot run by 
a few of key headquarters staff personnel. 

After the pilot run had been completed 
and an appraisal of results of the training 
session made by headquarters staff train- 
ing personnel, the content of course offer- 
ings was revised in many instances and the 
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over-all presentation reduced to 104 hours. 
Within three weeks following the conclu- 
sion of the pilot run, the organization 
launched the first of four training classes 
conducted at various locations throughout 
the country. These classes which were held 
during four consecutive months following 
the pilot run enrolled a total of 198 in- 
charge auditors. The enrollment figure for 
each of the classes is contained in the data 
presented in Table 1 of this article. Person- 
nel comprising each class were chosen for 
the most part from geographic areas con- 
tiguous to the city in which the training 
sessions were held. 


FORMAT OF ONE PHASE OF THE PROGRAM 


The writer served as lecturer on Basic 
Auditing Concepts during each of these 
training classes. In addition, he counselled 
on other phases of the over-all program. 
Comments presented in the remaining por- 
tion of this article are addressed to the 
Auditing Concept phase only. This por- 
tion of the program was devised to set the 
tone and pattern for all other elements of 
instruction. It was the consensus of all 
persons concerned with staff training that 
there existed an overriding requirement of 
impressing the in-charge auditors with the 
need for “forward thinking” in their day- 
to-day application of auditing theory. 

Following is a highly condensed outline 
of the sequence in which the subject mat- 
ter pertaining to concepts was presented 
to each of the training classes. 

OvTLINE OF AupITING CONCEPT PHASE 
oF TRAINING CLASSES 


First Session—3 hours 
a. Leciure—“The Importance of Well-Defined Audit 
Objectives” 
1. Demonstrated Need for Audits 
2. Interrelation of Auditing Principles and Audit- 
ing Standards 
3. Auditing Techniques—Application and relative 
reliability of evidence obtained 
4. Criteria for choices between alternative audit 


procedures 
b. Direcied Class Study 
i. Analysis of selected readings related to lecture 
topic 


2. Review of selected audit cases—preparation of 
notes and/or questions for open group discus- 
sion 

c. Open Group Discussion 

1. Highlights and implications of selected readings 

2. Group ideas relating to basic problem situations 
involved in selected audit cases 

Second Session—3 hours 
a. Lecture—“The Preliminary System Survey Phase 
of an Audit” 

1. Rationale of an Internal Control System 

2. Intensified Survey and Exploratory Testing 
antecedent to extended verification 

3. Primary procedures followed in surveying 

4. Credence placed on internal auditing 

d. Directed Class Study \ Pattern similar to that fol- 

e. Open Group Discussions lowed in the first session. 
Third Session—3 hours 

a. Lecture—“‘A Program for Extended Testing and 

Verification” 

1. Parallel relation of survey and extended testing 

2. Circumstances limiting the area of examination 

3. Influence of materiality and relative risk on the 
test and verification program 

4. Statistical theory and application of sampling 
methods 

b. Directed Class Study ype as previously 
c. Open Group Discussion} noted 
Fourth Session—3 hours 
a. Lecture—“General Considerations Underlying Ad- 
vance Planning of Audits and Work Paper Prepa- 
ration” 

1. Facilitating nature of planned assignments 

2. Major purposes and uses of work papers 

3. Mechanical sufficiency of papers 

4. Qualitative measurements 

5. Supervisory review of work papers 

b. Directed Class Study aa as indicated 
c. Open Group Discussion § for prior sessions 


The above four sessions relating to 
Auditing theory were presented at each of 
the courses during the first four days. They 
were interspersed with other lectures deal- 
ing more specifically with functional areas 
of audit responsibility. 

Lectures and demonstrations by the 
class leader were kept as simple as feasible. 
All discussions were geared toward ex- 
change of ideas that could be of maximum 
usefulness in job performance. In this con- 
nection, nonprojective teaching aids were 
combined with projections of charts, 
forms, and other descriptive material in 
order to “get across” major points. 

Students were given a series of short 
integrated case problems relating to each 
of the concept sessions. These problems re- 
quired the application of points covered 
in lectures, demonstrations, and open 
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TABLE 1 
RECAPITULATION OF PERCENTAGE SCORES ACHIEVED IN TESTS ON AUDITING 
CONCEPT PHASE OF TRAINING CLASSES 
Maximum Score= 100 percentage points 
Lecture Session Number 
I II III IV 
First Training Class 
Range of percentage scores.................... 78-39 87-33 92-33 100-50 
Median percentage score. 53.9 58.7 70.5 80.0 
Number of students—48 
Second Training Class 
Number of students—S1 
Third Training Class 
Number of students—51 
Fourth Training Class 


Number of students—48 


group discussions to actual complex audit 
situations experienced by the organization. 
On the average, four problems were as- 
signed as “homework” for each of the first 
four evenings of training classes. Written 
reports or solutions of essay type were due 
at the beginning of the session following 
the evening of problem solving. Observa- 
tions with respect to results of such testing 
are presented in subsequent portions of 
this paper. 


PRELIMINARY CONCLUSIONS DRAWN 
FROM TEST RESULTS 


Following the pilot run of the course, 
during which students’ papers were read 
on a selective basis, a group of readers was 
designated, and during the subsequent 
training classes, papers for each student 
were read and grades assigned. 

Test papers were graded and returned to 
the students during each of the training 
classes before the conclusion of the two 
and one-half week course. Critiques of solu- 
tions were presented by the lecturer and 


brief group discussion held in that connec- 
tion. 


For the purposes of obtaining early 
clues as to the progress of each training 
class as a whole a median percentage score 
was developed with respect to performance 
on each of the four parts of Auditing Con- 
cept instruction. Subdivision of perfor- 
mance grades into geographical regional 
components permitted analysis and locali- 
zation of particular area personnel demon- 
strating exceptional strength or weak- 
nesses in the application of basic audit 
theory. The lecturer noted the trend and 
slope of the curve of class achievement and 
analyzed the components of the grade dis- 
tribution. On the basis of this evaluation, 
he made appropriate adjustments in the 
lecture discussions, demonstrations, and 
group discussions necessary to place great- 
er emphasis on the areas of audit theory in 
which there was greatest demonstrated 
weakness on the part of the students. 
These adjustments were made, in part, as 
early as the day following the one on which 
test papers and reports were submitted for 
reading and grading. 

A summary of the range of percentage 
scores and the median percentage score 
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pertaining to each part of the Auditing 
Concept instruction at each of the four 
training sessions is presented in Table 1 
on page 295. 

Certain observations on the foregoing 
statistics and descriptions are worthy of 
comment. It is to be noted that class 
achievements with respect to Lectures I 
and II were far below conventional aver- 
age scores. The writer believes such ‘“‘sub- 
normal” performance was attributable in 
large measure to two factors, namely: 


1. Absence of recent contact by most of 
the auditors with classroom-type in- 
struction and direct testing over short 
periods of time. 

2. A pronounced tendency of many 
“field” auditors to safely store away 
knowledge of auditing theory for 
some undisclosed use at some inde- 
terminate future date. 


In the above connection, it should be 
mentioned that problems used for test 
purposes in each of the lecture segments 
were carefully correlated and woven 
around fundamental audit ideas. Problems 
presented in each successive stage of train- 
ing were progressively more complex. Ref- 
erence to the figures presented in Table 1 
will show that after class session number 
one, the progress of each class group, with 
the exception of the 4th class,’ was sharply 
upward. The general trend of progression 
from one phase to the next suggests that 
the early sessions represented a period of 
re-orientation on the part of the auditors 
to basic auditing ideas, classroom tech- 
niques, and written examinations. 

Attention is directed to one further 
point in connection with the test results. 
Review of data presented above will show 
that over-all performances by the first 
class was substantially better than suc- 


? Explanations of causes of partial reversal of trend 
by this class group have not been obtained at this time. 
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ceeding classes and that each successive 
class was poorer in performance than the 
immediately preceding class. The evidence 
at hand to date is insufficient to draw any 
firm conclusions as to reasons for this phe- 
nomena. The lecturer was the same through- 
out; the lectures and problem material, 
and the graders and grading methods to 
which each of the groups was subjected 
were substantially the same. A preliminary 
review by the writer of profiles of the con- 
stituency of various classes indicates that 
the first class group contained the largest 
number of college graduates or certified 
public accountants. Each of the successive 
classes had a decreasing number of mem- 
bers who possessed either the college de- 
gree or certificate. The review of “profiles” 
also disclosed that members of the first 
class group, who were for the most part lo- 
cated geographically in New England and 
the upper Atlantic States, had a wider di- 
versity of work experience than members 
of succeeding class groups. 

Obviously, explanations of why individ- 
uals perform as they do are much more 
significant than the mere tabulation and 
charting of performances. The conclusions 
presented in this paper are highly tenta- 
tive. Further study of the behavior of the 
individuals comprising the various class 
groups is in progress and it is anticipated 
that reasonably conclusive and more com- 
prehensive findings in this regard can be 
reported in the near future. 


SUMMARY 

Summary results of testing of capabili- 
ties of auditors in the application of theory 
to practice have been tabulated and pre- 
liminary inferences drawn from these re- 
sults. Some of these tentative conclusions 
have been presented. A few others may be 
generalized as follows: 


1. The representative in-charge auditor 
carried into the courses a strong em- 
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phasis on voluminous vouching and 
checking as the prime means of ob- 
taining adequate audit evidence. 


. There was a marked resistance to 


change by a significant portion of the 
men even upon demonstration of the 
patent unsoundness of some of their 
ideas about audit objectives. This 
intransigence required early and in- 


tensive diversification of teaching 
techniques. 


. Statistical measurements of progres- 


sion superficially support the belief 
that early application of flexible, well- 
thought-out plans of instruction can 
aid in achieving significant improve- 
ment even as early as the second day 
of training. 
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RENEGOTIATION ACCOUNTING" 


THEODORE R. LARIMORE 
Accountant, Detroit Regional Board, The Renegotiation Board 


OMPETITION and other economic 
% balances serve to keep costs and 

prices down and standards of pro- 
duction up in peacetime, and the Govern- 
ment is able to obtain quality goods at 
fair prices by the use of competitive bid 
procedures and other ordinary good busi- 
ness practices. When a national emergency 
occurs, many of the normal economic 
balances tend to become inadequate or 
partly useless as safeguards because of the 
sheer bulk and nature of the material 
which the Government must acquire, the 
conditions under which its procurement 
must operate, and the competition of 
civilian buyers for available goods and 
services. Although the military depart- 
ments have made substantial progress in 
contract pricing techniques since the end 
of World War II and uniform military 
procurement practices and procedures 
serve in great measure to protect the tax 
dollar spent for defense, as an addition- 
al safeguard, Congress has adopted as a 
national policy the principle that sound 
execution of the national defense program 
requires the elimination of excessive prof- 
its from defense contracts and subcon- 
tracts. This policy is clearly expressed in 
the Renegotiation Act of 1951 which was 
passed without an opposing vote in either 
House of Congress. 

Renegotiation is not a taxing device. It 
is, rather, a measure to induce closer pric- 
ing, and prevent the retention of excessive 
profits. In addition, renegotiation removes 

* This article is based upon the Renegotiation Act of 
1951. Extension of the Act in 1954 will not affect mate- 
rially the accounting procedures described. The infor- 
mation presented and the views expressed are the sole 


responsibility of the writer and do not reflect necessarily 
the official views or practices of The Renegotiation 
Board. 


any reasonable basis for charges of war 
profiteering and a contractor who has gone 
through renegotiation has documentary 
proof with which to refute any such 
charges. Renegotiation does not operate 
under precise formulae as to percentages of 
profits which a contractor may be allowed 
to retain, it does not call for the detailed 
audit of a contractor’s books as a standard 
practice, and it is not intended to deprive 
a contractor of the right to make and re- 
tain a fair and reasonable profit. It fully 
recognizes that the profit motive must be 
maintained as an incentive to produc- 
tion. 

The Renegotiation Board was created 
by the Renegotiation Act of 1951 as an 
independent agency, and was organized on 
October 3, 1951. It is composed of five 
members plus the seven operating offices for 
the administration of its functions. These 
offices include the General Counsel, Ac- 
counting, Review, Administration, Pro- 
curement Affairs, Assignment and Statis- 
tics, and the Office of the Secretary. The 
Board’s job is concerned with elimination 
of excessive profits realized by contractors 
and subcontractors in connection with the 
national defense program. The Board has 
created Regional Boards of five members 
with similar divisions with authority to 
conduct renegotiation proceedings within 
prescribed limits. The Regional Office divi- 
sions include Administration, Regional 
Counsel, Accounting, Renegotiating, and 
Procurement Affairs. Originally, Regional 
Boards were established in New York, 
Chicago, Los Angeles, Washington (D.C.), 
Boston and Detroit. As of July 1, 1954, all 
of the Regional Boards were functioning 
with the exception of the Washington 
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Regional Board. As an economy measure 
this office was closed and the work of the 
office was transferred to other Regional 
boards. 

All contractors and related subcon- 
tractors having renegotiable contracts 
with any of 20 identified defense agencies 
are required to file with The Renegotia- 
tion Board at the end of their fiscal years 
a report of total income received or accrued 
from all of their defense contracts. This re- 
port is made on the Standard Form of Con- 
tractor’s Report and generally must be 
filed on or before the first day of the fourth 
month following the close of the con- 
tractor’s fiscal year. The report is to be 
filed by every contractor or subcontractor 
holding renegotiable contracts or having 
income from renegotiable contracts regard- 
less of the amount received and, in addi- 
tion, the contractor reports on the aggre- 
gate amount received or accrued from all 
renegotiable contracts during the fiscal 
year covered regardless of whether he has 
one or a hundred. He will be renegotiated 
on the total amount received, which 
means, in effect, that a high profit contract 
can be balanced against a low profit one 
before the determination as to excessive 
profits is made by the Board. If the con- 
tractor or subcontractor received less that 
a stated ‘‘floor” amount from all of his 
renegotiable contracts, or a lesser “floor” 
amount in the case of a broker or manu- 
facturer’s agent, he will not be renegoti- 
ated, although he is required to file a re- 
port. To prevent an undue burden on 
those falling under these amounts, the 
Board requires that only a few items on the 
form be completed. Contractors with total 
income above those amounts must file RB 
Form 1B, Statement of Income. This form 
is exactly as its title describes it, a state- 
ment of income from various sources in- 
cluding renegotiable business. The ex- 
penses incurred by the contractor must be 
allocated between renegotiable and non- 
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renegotiable business and the form re- 
quires the contractor to furnish a detailed 
statement as to the methods employed in 
allocating his expenses. In effect, the 
Board will generally recognize any allow- 
able deduction under the Internal Revenue 
Code, to the extent allocable to renegoti- 
able business, in accordance with the ac- 
counting methods normally used by the 
contractor in his business. 

Not all defense contracts are renegoti- 
able. Some have been exempted by the 
Renegotiation Act and some have been 
exempted by the Board. These fall into 
two classes—Mandatory, which the Act re- 
quires the Board to exempt, and Permis- 
sive, which the Board may exempt at its 
discretion. In addition there is a statutory 
partial mandatory exemption for subcon- 
tracts for new durable productive equip- 
ment. The subcontractor’s greatest prob- 
lem may be that of deciding which of his 
contracts are renegotiable and which are 
not. For the prime contractor with a direct 
contract with one of the Government 
defense agencies there is no problem in this 
regard. The subcontractor who may be 
furnishing materials to a large number of 
customers having both renegotiable and 
non-renegotiable business may have more 
trouble. 

The Board has put out in its regulations 
a number of guides and signposts, and any- 
one who follows these, in good faith at 
least, will find little difficulty in segregat- 
ing sales between renegotiable and non- 
renegotiable contracts on a reasonable and 
acceptable basis. In the first place, it is 
the duty of subcontractors to request 
segregation information from their cus- 
tomers, and it is the duty of customers to 
supply it. However, the subcontractor is 
not expected to do more than a reasonable 
businessman would. He is not required to 
make inquiries of customers to whom he 
sells less than $2,500, nor of purchasers 
whose business he knows is exclusively 
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civilian, and when the subcontractor’s 
customers are very numerous, he may em- 
ploy a sampling technique. The presence or 
absence of a renegotiation clause in a con- 
tract is a clue to renegotiability, but is not 
final. Whether or not the clause is in- 
cluded in a contract, it is the contractor’s 
responsibility to determine whether the 
contract is subject to renegotiation. The 
Controlled Materials Plan allotment sym- 
bols may be a safer guide to renegotiabil- 
ity. In some instances the contractor may 
be able to segregate renegotiable sales on 
the basis of his knowledge of his customers’ 
production activities, on the basis of in- 
formation received from the customers, or 
on the basis of information furnished by 
government agencies, trade associations, 
etc. The Board will not disapprove any 
method which, under the circumstances, 
affords the best basis for a reasonably 
precise determination. 

Contractor’s reports on renegotiable 
sales are sent directly to The Renegotia- 
tion Board in Washington. There they are 
screened to eliminate those which show 
total income below the floors for con- 
tractors and subcontractors, and for 
brokers and agents, and those which 
clearly show no excessive profits. After 
screening, the report to be processed is 
assigned to the appropriate Regional 
Renegotiation Board, normally the one 
nearest the contractor. Nothing more is 
required of the contractor until he re- 
ceives a registered letter from the Regional 
Board which is formal notification of the 
commencement of renegotiation proceed- 
ings. This marks the beginning of the 
renegotiation process. 

The contractor will hear next from the 
Regional Renegotiation Board representa- 
tive assigned to his case, who may arrange 
a meeting with him at the Regional Board. 
The representative will go over the con- 
tractor’s report and, if necessary to arrive 
at a true evaluation of his case, may call 


for additional figures or information. On 
this point, The Renegotiation Board has 
adopted as a firm policy that it will call 
for no more information or meetings than 
are absolutely necessary to arrive at a fair 
determination and every effort will be 
made to keep information requests to a 
minimum. However, the contractor will 
be given every opportunity to present his 
case in full. Furthermore, The Renegotia- 
tion Board has no fixed formula or percent- 
ages on paper or in mind by which to deter- 
mine the excessiveness of profits and each 
contractor’s case will be judged entirely on 
its own merits. This is an extremely im- 
portant fundamental of the renegotiation 
process. 

The Renegotiation Act has made it 
abundantly clear that, in the determina- 
tion of excessive profits, each contractor 
shall be treated as an individual case, and 
that he must be given credit for good busi- 
ness practices and performance in carry- 
ing out defense contracts. This principle is 
embodied in what are usually cited as the 
six statutory factors of the Renegotiation 
Act. The Act states that favorable rec- 
ognition must be given to the efficiency of 
the contractor or subcontractor, with 
particular regard to attainment of quan- 
tity and quality production, reduction of 
costs, and economy in the use of materials, 
facilities, and manpower. Other factors 
which must be taken into consideration 
include reasonableness of costs and prof- 
its; amount and source of public and pri- 
vate capital employed; extent of risk as- 
sumed, including that incident to reason- 
able pricing policies; nature and extent of 
contribution to the defense effort, such as 
inventive and developmental contribution; 
and character of business. Contractors 
who can prove that they are entitled to 
favorable consideration under these fac- 
tors definitely should do so, for this may 
mean that more profit can be retained. In 
addition to evidence presented by the 
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contractors on these points, the renegotia- 
tion representatives also will have access 
to appraisals of their performance by the 
agencies with whom they have contracts or 
subcontracts, as the Board maintains close 
liaison with the procurement officers of 
such agencies. 

After all information has been obtained, 
a renegotiation report is prepared. This 
contains all accounting information neces- 
sary to arrive at a determination as to 
excessive profits. Every effort is made to 
keep the contractor fully informed of the 
accounting determination of the amount of 
profit for renegotiation. If the amount of 
profit for renegotiation differs from the 
contractor’s submission, the accounting re- 
sult of the report is submitted to the con- 
tractor for his concurrence. In addition, 
the renegotiation report contains a report 
by the renegotiator and may contain a re- 
port by an industrial analyst. On the basis 
of the complete renegotiation report and, 
where necessary, conferences with the con- 
tractor, a determination is made as to 
whether excessive profits exist and, if so, 
to what extent. The contractor is given 
credit for Federal taxes so that he will 
not pay taxes on the portion of his profit 
which is eliminated by renegotiation. If the 
contractor does not agree with the deter- 
mination, he may ask for a review and, if 
this is not satisfactory, he may appeal to 
the Tax Court of The United States. 

The general accounting steps in proces- 
sing cases in the Regional Board may be 
described as follows: 


(1) The case file is assigned to the Director, 
Division of Accounting, for review and as- 
Signment to a staff accountant. The Di- 
rector periodically reviews the file. 

(2) The case file is reviewed to determine the 
nature of accounting information to be re- 
quested from the contractor at the time of 
formal notification of the commencement of 
renegotiation proceedings. This information 
generally includes a copy of: 

(a) U. S. Corporation Income and Excess 
Profit Tax Return (or Partnership or 


(3 


(4) 


(5 


— 


(6) 


(7) 


Individual Return) for the year under 
review. 

(b) Audit Reports, long form if available, 
for the year under review and two prior 
years with details for comparative state- 
ments and schedules. 

(c) List of major renegotiable prime con- 
tracts with the contract numbers, ap- 
proximate billings during period, prod- 
uct, procurement office handling the 
contract, and identification of the tech- 
nical inspector. 

(d) For subcontract sales, a list (in dupli- 
cate) of the names and addresses of 
major customers for renegotiable busi- 
ness and type of products or services. 

Necessary additional accounting informa- 

tion to supplement or explain submitted or 

requested data may be requested from the 
contractor. 

After a review of the case and necessary 

conferences within the Regional Board 

offices, initial contact with the contractor 
may be arranged when additional detailed 
information and explanation are required 
for the determination of excess profits on 
renegotiable business. The initial meeting 
with the contractor generally includes a re- 
view of accounting data, where clarification 
is required, and a request for additional 
specific information required to complete 
the Accounting Section of the Report of 

Renegotiation. 

Accounting Section of Report of Renegotia- 

tion is prepared and signed by the account- 

ant. This section presents the tangible and 
objective accounting and financial data, and 
it is verified for source and mathematical 
accuracy, is reviewed for content, presenta- 
tion and conclusion, and is signed by the 

Director, Division of Accounting. 

The Accounting Section of the Report of 

Renegotiation is usually routed to the rene- 

gotiator, or occasionally directly to a Board 

member, for review of the report and con- 
currence in its final form. 

The contractor is kept fully informed of 

any renegotiation allowances or disallow- 

ances of submitted data, any required ad- 

justment of accounting data to arrive at a 

Federal income tax basis for determination 

of excess profits, and the contractor’s con- 

currence in the amount of profit for renego- 
tiation before state income taxes are re- 
quested. Renegotiation can be concluded 
however, without the contractor’s concur- 
rence, where non-concurrence relates only 
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to the interpretation or application of ac- 
counting theory. 

The Renegotiation Section of the Report of 
Renegotiation, prepared by the renegotiator, 
is furnished for review and for the signature 
of the accountant. This section gives con- 
sideration to the Statutory Factors and other 
intangible and subjective factors in renego- 
tiation. 

In the event of a determination of an excess 
profit amount, the significant accounting 
profit information both before renegotiation 
and after renegotiation (determination of 
excess profit amount) is prepared to form 
the basis for a recovery agreement, prepared 
by the Regional Counsel, and setting forth 
the effect of the determination on the profit 
amount for renegotiation before state in- 
come taxes, the amount (if any) of state 
taxes measured by income which is applic- 
able to nonexcessive profits and thus to be 
applied as a deduction from the excessive 
profits determination in order to arrive at 
the amount of excessive profits to be elim- 
inated, and the net result of the determina- 
tion. 

Before final action is taken on a renegotia- 
tion report in the Regional Board, all re- 
ports are reviewed by the accountant and 
renegotiator assigned to the case, by the 
Director of the Division of Accounting, by 
the Director of the Division of Renegotiat- 
ing, by the Regional Counsel and the Re- 
gional Board, and in A cases, where the con- 
tractor reported profits in excess of a deter- 
mined minimum amount on renegotiable 
business, by the Statutory Board in Wash- 
ington. 


The Accounting Section of the Report of 
Renegotiation provides the basic financial 
information for renegotiation and it may 
be enlarged or limited as the particular 
circumstances require. The topics included 
will vary with the needs of the case. In 
very few instances it is necessary to com- 
plete all sections of the tentative report 
for any one contractor, while in a few in- 
stances additional special topics will be 
included. This section contains, in general 
outline, the following representative in- 
formation: 


(1) Identification—Exact legal name of con- 


tractor with address, list of affiliated com- 


(2) 


(4 


(6 


— 


) 


panies, and identification of the contractor 
by assignment number, class, date renego- 
tiation commenced, and the period covered 
in the current renegotiation report. 
Ownership and A ffiliations—Ownership and 
affiliations by type of business organization 
with the date and State of organization, a 
list of major owners and officers, and any 
recent changes in ownership or organization. 
Business of Contractor—A description of the 
business of the contractor and the character 
of operations in both renegotiable and normal 
commercial business to support identifica- 
tion by Standard Industry Classification 
number, a condensed comparative operation 
summary before renegotiation to show sales 
and profits before Federal Taxes for the 
current year and two prior years, a com- 
parative report of the results of renegotia- 
tion on sales and profits for the prior three 
years, a list of the major renegotiable prod- 
ucts and customers, location of the con- 
tractor’s plants, and a list of his major com- 
petitors and articles in competition. 
Accounting Methods—A description of the 
contractor’s basic accounting methods, 
basis for reporting income, accounting sys- 
tem of record keeping and cost accumula- 
tions, recent changes in accounting prac- 
tices, method of billing the sales, and a list 
of informational reports filed for renegotia- 
tion. 

Segregation of Sales and Allocation of Costs 
and Expenses—A statement that the meth- 
ods used in the segregation of sales and allo- 
cation of costs and expenses have been re- 
viewed and found acceptable for the pur- 
poses of renegotiation, a survey of any costs 
previously allowed in renegotiation, an ex- 
planation of any significant variation in 
profit margins between renegotiable and 
non-renegotiable business, and a report of 
any Federal Excise Taxes collected and paid 
and the accounting treatment. 

Cost of Goods Sold—A comparative analysis 
of the principal elements of cost of sales for 
renegotiable and total business in the current 
year with total business for the prior two 
years to show amounts and percentages to 
total cost of sales and to net sales including 
a special report on the presence of sub- 
contracting costs of significance, inventory 
determination methods and variation, en- 
gineering or other specialized services 1- 
cluded in direct labor, and depreciation, 
amortization, experimental, research, main- 
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tenance, or other items which require special 
attention in factory overhead. 
Selling and Advertising Expenses—The prin- 
cipal items of selling and advertising ex- 
penses, shown in a comparative schedule for 
the current year and the two prior years, and 
special comments on the contractor’s 
method of product distribution, commissions 
paid to outsiders, and any unusual expense 
items or amounts. 
General and Administrative Expenses—The 
principal items of general and administrative 
expenses with a list of officers and compen- 
sation, shown in a comparative schedule for 
the current year and the two prior years, and 
special comments on bonus and pension 
plans in effect, interest charges, charitable 
contributions, experimental or research 
costs, special duties of officers or partners, 
significant compensation to other individ- 
uals or organizations, and any unusual ex- 
pense items or amounts. 
Other Income and Expense Items—A list of 
other income and other expense items to 
support the total amounts used on the 
schedules, and comments on any unusual 
items or amounts. 
Taxes on Income—A reconciliation of net 
profit per books before provision for Federal 
Income Taxes and the taxable income as re- 
ported on the Federal income tax return, a 
statement that all renegotiable profits were 
included in the taxable gross income re- 
ported in the contractor’s Federal income 
tax return (or explanation of any differ- 
ences), a report of the most recent year for 
which the Bureau of Internal Revenue has 
examined the contractor’s tax returns and 
the effect of any adjustments on renego- 
tiable costs and expenses, a tabulation of 
state taxes measured by income and basis of 
allocation to renegotiable and non-renego- 
tiable profits, and a table to show renegotia- 
tion adjustments for total, renegotiable and 
non-renegotiable business from the profit 
per the renegotiation submission to the 
amounts of profit for renegotiation per the 
renegotiation Schedule A and to the profit 
per Tax Return. 

(11) Capital—The principal items of capital em- 
ployed and net worth shown in comparative 
form with the prior year to show classes of 
assets, liabilities, and net worth, and to 
show the percentage rate of return on capital 
employed and net worth. 

(12) Reserves—Comments if any portion of an 
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(8 
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(10 
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amount included in costs and expenses which 
was not included as a deduction for Federal 
tax purposes was allocated to renegotiable 
business, and indication of the amount, 
basis of allocation, and purpose of the 
related reserve. 


(13) Price Record—Details of unit price reductions, 


rebates or proposed rebates, prepayments 
of excessive profits and refunds (voluntary 
or otherwise) applicable to renegotiable 
business, including the dates made, to whom, 
and accounting treatment in renegotiation, 
also the amount, accounting, tax treat- 
ment, and status of any price redetermina- 
tion commitments with agreement provi- 
sions, related costs to sales in fiscal periods, 
and results upon profits for renegotiation. 


(14) Miscellaneous—Comments on any addi- 


tional items, which may be significant, af- 
fecting profit or loss or surplus including 
any pending claims, litigation, or adminis- 
trative proceedings, any contract termina- 
tion claim on a renegotiable contract or sub- 
contract terminated during the year under 
review, not reported as such and not in- 
cluded in sales or cost of sales, any costs or 
losses incurred by the contractor as a result 
of the discontinuance of renegotiable busi- 
ness, and any significant amounts for pa- 
tents and royalties paid or incurred or re- 
ceived or accrued and charged to renego- 
tiable business with a description of the 
method of computing royalties and basis of 
allocation and a report of the status of any 
adjustments made or pending under the 
Royal Adjustment Act. 


(15) Statements and Schedules 


Schedule A 

Part 1—Statement of Income, total and 
segregated, as to renegotiable and non- 
renegotiable business for the period 
under review on a tax basis. 

Part 2—Segregated as to CPFF, Incen- 
tive Type, and Special Contracts for 
renegotiable business in the period un- 
der review. 

Part 3—Statement of Terminations for 
period under review, if significant. 

Schedule B 

Part 1—Comparative Statement of In- 
come for the period under review and 
preceding two years. 

Part 2—Comparative Schedule of Factory 
Overhead Expenses for period under re- 
view and preceding two years. 

Part 3—Comparative Schedule of Selling 
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and Advertising Expenses for period 
under review and preceding two years. 

Part 4—Comparative Schedule of Gen- 
eral and Administrative Expenses for 
period under review and preceding two 
years. 

Schedule C 

Part 1—Comparative Balance Sheet at 
the beginning and the close of the 
period under review, and comparative 
statements and subsidiary schedule of 
Analysis of Surplus, if significant. 

Part 2—Return on Capital Employed 
and Net Worth shown as a percentage 
rate of Federal tax profit amount on be- 
ginning balances for the period under 
review. 

Schedule D 

Part 1—Segregation of New Durable Pro- 
ductive Equipment for the period under 
review to show the total amount of 
renegotiable sales of new durable pro- 
ductive equipment, the amount of such 
sales on prime contracts and subcon- 
tracts, the amount of subcontract sales 
to customers where the Government 
has an option to take title to the equip- 
ment, the amount of deduction for 
exempt use, the amount of partial man- 
datory exemption provided by the Act, 
and the total amounts of exemptions 
and renegotiable sales of new durable 
productive equipment reported by the 
contractor in his submission of renego- 
tiation data. 


Certain special accounting problems 
arise in connection with the preparation 
of the Accounting Section of the Report of 
Renegotiation. The responsibility of the 
accountant is set forth by ‘‘General Order” 
in rather specific language. He is charged 
with a directive to review and analyze the 
financial statements of the contractor; to 
develop the salient facts; to determine 
that acceptable accounting procedures and 
practices have been employed; and to 
determine that proper and reasonable 
methods are employed in the segregation 
of sales and the allocation of costs between 
renegotiable and non-renegotiatable busi- 
ness for the purposes of determining the 
profits realized on renegotiable business. 


The Director, Division of Accounting, is 
responsible to insure that the preparation 
and presentation of the Accounting Sec- 
tion of the Report of Renegotiation in- 
cludes sound accounting evaluations and 
conclusions in conformance with estab- 
lished Board policies and procedures and 
to attain uniformity of accounting treat- 
ment in so far as possible. The renegotiator 
and accountant are instructed to collabo- 
rate as a team in order that the recom- 
mended determination shall be sound and 
just after the contractor has been given 
every opportunity to present all relevant 
information. 

The basic accounting problems are 
associated with the segregation of sales 
and the allocation of costs and expenses 
between renegotiable and non-renegotia- 
ble business. Less important problems, 
but nevertheless problems that must be re- 
solved, include: (1) the submission of in- 
complete renegotiation data by con- 
tractors; (2) the submission of renegotia- 
tion data that are incompatible or irrec- 
oncilable to the independent audit re- 
ports; (3) differences between submitted 
data in separate renegotiation reports or in 
different sections of the same report; (4) 
the inclusion of accounting data in im- 
proper sections of the submission reports 
(State income tax data or partner salaries 
included in operating costs, etc.); (5) fail- 
ure to report or allocate on an acceptable 
basis the adjustments between the profits 
on the renegotiation submission and the 
net income reported for Federal income tax 
purposes; (6) the failure to report inven- 
tory variances in the cost of sales of the 
current and prior years on a uniform and 
comparable basis; (7) failure to report 
the cost of sales elements or factors on 
a uniform and comparable basis; (8) 
failure to report the amount and na- 
ture of subcontracted costs and the ele- 
ments of cost of sales affected by them; 
(9) inadequate data with regard to the 
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sales and related costs where mixed types 
of renegotiation sales products, or serv- 
ices, or where mixed types of renegoti- 
able business contracts (fixed price, cost 
plus fixed fee, material and labor, etc.) are 
present; (10) insufficient information with 
regard to intercompany sales, costs, pric- 
ing policies, and related data for contrac- 
tors under common control and who are 
being renegotiated concurrently; (11) the 
“discovery” of financial data in a subse- 
quent period to the period under review 
but related to the renegotiable business in 
the period under review and necessary to a 
proper determination of excessive profits 
on such renegotiable business; and (12) 
the “discovery” of post-determination in- 
formation which will reduce the amount of 
excessive profits previously determined. 
Although this recitation of special ac- 
counting problems is not exhaustive of the 
list, it may be considered representative. 
All of the accounting problems may be 
over-simplified by stating that all such 
problems are related to the proper segrega- 
tion of sales and allocation of costs and 
expenses between renegotiable and non- 
renegotiable business and are the result of 
incomplete or unsatisfactory accounting 
information. 

In renegotiation the accountant is 
directed to determine that “proper and 
reasonable” methods are employed in the 
segregation of sales and the allocation of 
costs between renegotiable and non- 
renegotiable business for the purposes of 
determining the profits realized on renego- 
tiable business, and the Director, Division 
of Accounting, is instructed to insure 
“sound accounting evaluations and con- 
clusions” and to attain “uniformity of ac- 
counting treatment” in so far as possible. 
It will react to the benefit of the con- 
tractor in renegotiation when the segrega- 
tion and allocation methods employed can 
be approved as “reasonable and accept- 
able,” rather than “questionable” and 


thus require further consideration as a 
statutory factor in the determination of 
the amount of excessive profits. 

Sound accounting practice suggests that 
the methods of allocation employed should 
meet the following requirements: 

(1) The methods should be supported by 

sound accounting logic. 

(2) The methods should be applied consist- 
ently by the contractor in prior and suc- 
ceeding years. 

(3) The methods should be commonly used 
by other contractors in the same or similar 
industries. 

(4) The methods should be based upon defi- 
nitely measurable factors. 

(5) The methods should be supported by 
records. 

(6) The methods should be uniformly applied 
by independent agencies under similar in- 
dustry conditions with comparable and 
measurable results. 

From these accounting guides it is read- 
ily observed that allocation based upon 
hypothetical or arbitrary factors not sub- 
ject to definite accounting determination 
or measurement from records maintained 
for the purpose can not be considered rea- 
sonable and acceptable. It is obvious also 
that the use of allocation methods which 
are based on different factors from year to 
year by the same contractor and which 
give distorted profit results inconsistent 
with the past practices and accounting re- 
ports can not be considered reasonable and 
acceptable. 

Finally, the methods used in the segrega- 
tion of sales and the allocation of costs and 
expenses between renegotiable and non- 
renegotiable business should be based, in 
so far as possible, on records maintained 
for the purpose and consistent with the 
contractor’s past practices and the prac- 
tice of the industry. Wherever the con- 
tractor maintains definite accounting rec- 
ords which will support measurable seg- 
regation and allocation results, such meas- 
urable result necessarily is to be preferred 
as reasonable and acceptable over the use 
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of arbitrary or hypothetical factors. When- 
ever the contractor is convinced that the 
measurable accounting data, although 
exact, do not reflect fully the entire costs 
associated with renegotiable business, such 
additional indefinite, unmeasured costs 
and expenses may be reported with sup- 
porting information for consideration by 
the renegotiator with the other statutory 
factors. 

The following points have been rec- 
ognized as fundamental in any approach 
to the problems of renegotiation: 


(1) Statutory renegotiation has a place in our 
competitive system only during a period 
in which that system is not fully operative 
as a result of partial or total mobilization 
or by economic forces which do not exist 
in a normal, peacetime economy; 
American industry should recognize that 
it is essential that the Government pro- 
vide machinery by which excessive profits 
may be returned to the Government in 
order to remove any reasonable basis for 
charges that industry is making or will 
make more than a reasonable profit from 
its participation in any special defense 
effort; 

(3) Renegotiation is primarily an instrument 
of price and cost control and should not be 
viewed as a taxing statute; 

(4) Renegotiation should reach its end result, 
the determination of excessive profits, by 


(2 


the exercise of disciplined judgment; 

(5) Renegotiation must be administered fairly, 
in a manner designed to ensure, as nearly 
as possible, equitable treatment to every 
contractor; 

(6) Renegotiation must discharge its responsi- 
bilities by imposing the lightest possible 
reporting inconvenience and with the 
greatest inducement for American indus- 
try to follow a reasonable pricing policy in 
defense contracts and the retention of 
reasonable profit amounts; 

The successful administration of the Act 

requires both the Board and American 

industry to approach their renegotiation 
problems in a spirit of cooperation and 
understanding and with a mutual recogni- 
tion of the obligations and responsibilities 
which the Act has placed on each of them. 


-~o 


The Renegotiation Board decided at the 
outset that it would be guided by two com- 
mon sense considerations. In the first 
place, the Board determined that its rules 
and procedures would be kept as simple as 
the nature of its responsibilities permitted 
and, in the second place, that all businesses 
affected by the Act would be treated 
fairly and in like manner. The Board also 
decided that, to a greater extent than had 
been true in the past, business would be 
informed at all times of the actual pro- 
cedures and techniques employed in the 
renegotiation of cases. 
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LISTS OF RESEARCH PROJECTS IN 
ACCOUNTING: 1953-1954 


Joun WHITE 
Director of Research 


that since most doctors’ and mas- 

ters’ theses are not published, copies 
of the studies listed here are not readily 
available.! It is often possible, however, to 
secure unpublished theses through inter- 
library loan. Even where copies of theses 
cannot be withdrawn, university libraries 
can usually supply photostatic copies or 


Nhat is again called to the fact 


1 See “List of Projects for 1952-53” in the April 1954 
issue of THE ACCOUNTING REVIEW. 


microfilm reproductions at reasonable 
costs. Anyone interested in a particular 
thesis should write to the library of the 
school where the thesis was submitted or to 
the author of the thesis. 

The subject classification used for pre- 
vious published lists of research projects 
is continued in this listing. Each project 
is listed only under one classification, al- 
though several might well be classified un- 
der two or more headings 


SUBJECT CLASSIFICATION 


I. THEORY OF ACCOUNTING 
. Income Determination 
. Price Level Changes 
. Inventory Pricing and Valuation 
. Fixed Asset Valuation and Deprecia- 
tion 
E. Investments 
F. Current and Fixed Liabilities 
G. Capital Stock and Surplus 
H. Other 
II. History oF ACCOUNTING 
III. REPorTs AND STATEMENTS 
A. Financial Statements—General 
B. Analysis of Statements 
C. Other 
IV. Pusric AccouNTING 
A. Auditing 
B. Profession of Accounting 
C. C.P.A. Examinations 
D. Other 
V. ACCOUNTING FOR INDUSTRIAL, MERCAN- 
TILE AND FINANCIAL ENTERPRISES 
. Accounting Systems 
. Budgeting 
. Cost Accounting—Manufacturing 
. Cost Accounting—Distribution 
. Controllership and Managerial Account- 
ing 
F. Internal Auditing 


G. Case and Industry Studies 
H. Machine Methods 
I. Other 
VI. Non-Prorit ENTERPRISES 
A. Governmental Accounting 
B. Institutional Accounting 
C. Fiduciary Accounting 
VII. LEGAL AND GOVERNMENTAL ASPECTS OF 
ACCOUNTING 
A. Taxation 
B. Regulation 
C. Contracts and Contract Renegotiation 
D. Other 
VIII. REORGANIZATION AND LIQUIDATION 
IX. Epucation 
X. MISCELLANEOUS 


I. THEORY OF ACCOUNTING 
A. INCOME DETERMINATION 
Doctors 


Accounting Period—Theory and Analysis, Colin 
Park, University of Chicago (In Progress) 

The Concept of Business Income, Charles E. 
Johnson, University of Minnesota, 1952 

Relevance to Income Determination of Present 
and Period Analyses of Enterprise Activities, 
William J. Schrader, University of Washington 
(In Progress) 
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Masters 


The Accounting Treatment of Donations Re- 
ceived by Business Corporations, Arthur L. 
Karneck, University of Illinois, 1954 

Concepts of Income and Invested Capital of Pri- 
vately-owned Electric Public Utilities Re- 
flected in the Uniform System of Accounts of 
the Federal Power Commission, William H. 
Welch, University of Washington, 1954 

Interest as a Cost, Thomas Colwell, Temple Uni- 
versity, 1954 

Reserve Account Analysis as Related to Gen- 
erally Accepted Accounting Principles, Marie 
E. Dubke, University of Buffalo, 1954 

A Study of the Installment Method of Account- 
ing, Joseph T. Kyofski, Pennsylvania State, 
1954 

Unrealized Income—Its Nature and Import- 
ance, Rudolph W. Schattke, University of Illi- 
nois, 1954 


B. PRICE LEVEL CHANGES 
Doctors 


Adjusting Financial Statements For Changes in 
Price Level, Virgil Boyd, Northwestern Uni- 
versity, 1954 

Financial Statements and Changing Prices— 
An Economic Analysis, John W. Coughlan, 
Johns Hopkins University (In Progress) 

The Impact of Inflation on Corporate Financial 
Statements and Measurements—With Em- 
phasis on the Monetary Items, William A. 
Paton, Jr., University of Michigan, 1954. 

The Significance of the Effect of Price Level 
Fluctuation on Accounting Data, Bernard B. 
Aschbacker, University of Illinois (In Prog- 
ress) 


Masters 


A Comparison of the Methods and Objectives of 
Replacement Cost and Common Dollar Ac- 
counting, Richard E. Charlton, Jr., University 
of Pennsylvania, 1954. 

Depreciation Adjustments Under Changing 
Price Levels; The Record of a Real Estate 
Owner, Guy A. Devine, University of California, 
1954 

Financial Statement Adjustment for Price Level 
Changes—A Case Study, Norman Kushnick, 
Johns Hopkins University, 1954 

A Modification of Utility Plant Accounting to 
Reflect Changes in the General Price Level, 
Thomas R. Lionetti, University of Pennsylvania, 
1954 


C. INVENTORY PRICING AND VALUATION 
Masters 


An Analysis of “Lower of Cost or Market,” 
William Burnell LaPlace, Ohio State University, 
1953 

Index Number Stabilization of Inventories Kept 
by the Retail Method, Jerome Porter, Uni- 
versity of California, 1953 

Lifo Method of Inventory Determination, Alfred 
Solomon, College of the City of New York, 1954 

Recent Developments in the Accounting and Tax 
Aspects of LIFO Basis of Inventories, Roland 
Marvin Wright, Iowa State University, 1954 


D. FIXED ASSET VALUATION AND DEPRECIATION 


Doctors 


The Effect on Net Income of Adjusting Utility 
Depreciation Charges, Harold J. Bierman, 
University of Michigan (In Progress) 

Emergency Plant Facilities in a Defense Econ- 
omy, David A. Thomas, University of Michi- 
gan (In Progress) 

Percentage Depletion in the Oil and Gas Industry, 
Peter Firmin, University of Michigan (In 
Progress) 

A Summary and Evaluation of Selected Terms of 
Variable Usage in Financial Accounting, 
Frank W. Singer, University of Indiana (In 
Progress) 


Masters 


Accounting Terminology and the Word “Re- 
serve,” Philip F. Barrett, Catholic University of 
America, 1954 

A Critical Investigation of Depreciation Account- 
ing in a Growing Inflation, Gordon L. Hegen- 
barth, Miami University, 1954 

Depreciation Based on Replacement Costs, 
William David Tuxbury, Northwestern Univer- 
sity, 1953. 

Depreciation, The Challenge of Accrual Account- 
ing, Richard H. Buckwalter, University of 
Pennsylvania, 1954 

The Development of Depreciation: A History 
of the Theory and Treatment, Richard Parker 
Yeomans, University of Pennsylvania, 1954 

The Impact of Technological Developments on 
Fixed Asset Accounting, Arthur Hoverland, 
University of Illinois, 1954 

Underground Oil Reserves: Their Accounting 
Treatment and Presentation, Gordon Hale, 
University of Pennsylvania, 1954 
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Research Projects in Accounting: 1958-1954 


E. INVESTMENTS 
Masters 


Accounting for Investments, Walter J. Frank, 
Louisiana State University, 1954 

An Accounting System for a Securities Dealer 
Specializing in Mutual Funds—A Case Study, 
Johnston Barber Bell, Northwestern University, 
1954 

Valuation of Security Holdings By Life Insurance 
Companies, William Lee Schilling, Northwest- 
ern University, 1954 


F. CURRENT AND FIXED LIABILITIES 
Masters 


Definition of Current Assets and Current Liabili- 
ties, Jeanne Zweig, Temple University, 1954 


G. CAPITAL STOCK AND SURPLUS 
Doctors 


The Development of the Concept of Surplus and 
Its Place in Accounting Reports, Billy L. 
Barnes, University of Illinois (In Progress) 

Stock Options, Daniel L. Sweeney, University of 
Michigan (In Progress) 


Masters 


Accounting for Reacquired Shares, Ray B. Vittur, 
Louisiana State University, 1954 

Accounting for Reacquired Shares of Capital 
Stock, George Elias Abs, Ohio State University, 
1953 

Accounting for Stock Options, William Joseph 
Serraino, Ohio State University, 1954 

Net Worth Section Changes in the Ten Largest 
Railroads, 1941-1951, Edward J. Earley, 
Catholic University of America, 1954 

A Critical Study of the Accounting for Treasury 
Stock, Robert P. Behling, University of Illinois, 
1954 

An Analysis of the Change in Concept of Stock- 
holders Equity Based on a Historical Survey of 
Accounting Textbooks, Ralph J. Blair, Uni- 
versity of Pennsylvania, 1954 


H. OTHER 
Doctors 


Accounting and Tax Aspects of Pensions and 
Pension Plans, Lawrence Zucker, New York 
University (In Progress) 

Adaptability of Accounting to Different Social 
Systems, Joseph Demaris, University of Illinois 
(In Progress) 

Criteria for Judging Materiality in Accounting in 
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Certain Selected Situations, Samuel M. Wool- 
sey, University of Texas, 1954. 

The Going Concern Concept in Accounting 
Theory and Practice, Dorsey, E. Wiseman, 
University of Illinois (In Progress) 

History of American Accounting Thought, Ben 
Ingersoll, Catholic University of America (In 
Progress) 

The Influence of Tradition in Accounting, Arthur 
R. Wyatt, University of Illinois, 1953 


Masters 


Accounting for Detriments, Harvey Joseph Fire- 
stone, Louisiana State University, 1954 

Accounting for Interest, Oliver E. Blanchard, 
Louisiana State University, 1954 

Analysis of Paton’s Cost Theory, James D. Cre- 
gan, University of Pennsylvania, 1954 

Disclosure of Asset Valuations in Corporate An- 
nual Reports, Charles B. Ponder, Texas A & 
M College, 1954 

Functional Classification of Current Assets and 
Current Liabilities, Melvin Joseph Bergeron, 
Louisiana State University, 1954 

The Role of the Accountant in Our Economic 
System, Burton Grusky, College of the City of 
New York, 1954 

Standards for Corporate Annual Reports—From 
the Security Analyst’s Viewpoint, G. William 
Schick, University of Pennsylvania, 1954 

A Study of Accounting for Organization Expense, 
George W. Underwood, University of Tulsa, 
1954 


Faculty Research 


A Discussion of Pension Costs Based on Past 
Services and Accounting Treatments Thereof, 
Henry J. D’Auria, University of Pittsburgh, 
1954 


Il. HISTORY OF ACCOUNTING 
Doctors 


Accounting Theory and Practice Concerning the 
Use of Net Worth Reserves, 1900-1950, Donald 
H. Skadden, University of Illinois (In Prog- 
ress) 

British Backgrounds of American Accounting, 
Vernon K. Zimmerman, University of Illinois, 
1954 


Masters 


The Natural History of the Professional Account- 
ancy Movement in the United States, Jerome 
L. Coleman, Northwestern University, 1954 


Ill. REPORTS AND STATEMENTS 
A. FINANCIAL STATEMENTS—GENERAL 
Doctors 


Historical Developments of the Use of Ratios 
in Statement Analysis, Sister Isadore Brown, 
Catholic University of America (In Progress) 

A Reformulation of the Theory of the Applica- 
tion of Funds Statement, Howard M. Daniels, 
University of Texas (In Progress) 

A Study of Notes to Financial Statements in 
Corporate Annual Reports, Tom G. Secoy, 
University of Illinois (In Progress) 

A Study of the Form and Function of the Balance 
Sheet, Robert E. Schlosser, University of Illi- 
nois (In Progress) 


Masters 


Annual Reports Awards of Financial World, 
Majorie M. Daly, Catholic University of Amer- 
ica, 1954 


B. ANALYSIS OF STATEMENTS 
Doctors 


Implications for Accountants of the Uses of 
Financial Statements by Security Analysis, 
Charles T. Horngren, University of Chicago 
(In Progress) 


Masters 


Ratio Analysis of Financial Statements Utilizing 
Composite Industry Standards, John Ritchie, 
Temple University, 1954 

A Study to Determine Whether the Annual Re- 
ports of the Hershey Chocolate Corporation 
Filed With the Securities and Exchange Com- 
mission Gave an Indication of Earning Power, 
Leandro Cabuco Rojas, Northwestern University, 
1954 

The Use of Ratios in Financial Statement Anal- 
ysis, Merlyn K. Johnson, Ohio State University, 
1954 

C. OTHER 
Doctors 

A Critical Evaluation of the Techniques of Anal- 
ysis of Flow of Business Funds, Hector R. 
Anton, University of Minnesota, 1953 

Proposed Standards for Annual Reports, Robert 
Dean Hay, Ohio State University, 1954 

Reporting Asset Transactions, Malcolm L. Pye, 
University of Illinois, 1954 


Masters 
Comparison of Measures for Analyzing Profit- 
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ability of a Business Enterprise, E. L. Connor, 
Temple University, 1954 

Presentation of More Accurate Information in 
Financial Statements During Times of In- 
flation, Martin Hackel, College of the City of 
New York, 1954 

The Source and Application of Funds Statement, 
Leslie W. Kinser, University of Tulsa, 1954 

A Story of Gross Profit, Gus William Schram, Jr., 
Louisiana State University, 1954 


IV. PUBLIC ACCOUNTING 
A. AUDITING 
Doctors 


History of Auditing from 1914 to 1954, Allan T. 
Steele, University of Texas (In Progress) 

Problems Relating to the Certified Public Ac- 
countant’s Opinion on Financial Statements, 
Warren G. Berg, Iowa State University (In 
Progress) 


Masters 


Application of Statistical Methods to Auditing, 
William C. Merrick, Ohio State University, 
1954 

Appraisal of Clients’ Internal Control Systems 
by Independent Public Accountants, Richard 
Schwartz, College of the City of New York, 1954 

Auditing Income of Charitable Organizations, 
John B. Hagner, University of Pennsylvania, 
1954 

Cooperation Between the Internal and External 
Auditors, Elizabeth Jane Dullaghan, College of 
the City of New York, 1954 

The Development of Statistical Sampling in the 
Test Audit With Some Further Applications, 
Charles Norman Dold, University of Pennsyl- 
vania, 1954 

A New Retail Store Audit Plan, Milton Stover 
Eisenhower, Jr., Pennsylvania State, 1953 

Selected Problems in the Application of Auditing 
Procedures to Accounting Records Prepared by 
Punched Card Methods, Arch C. Baker, Jr., 
Texas A & M College, 1954 


B. PROFESSION OF ACCOUNTING 
Doctors 


Comparison of Accountancy With Other Pro- 
fessions in the United States, William E. Wright, 
University of Texas (In Progress) 

Masters 

Responsibilities and Liabilities of the Public Ac- 

countant—With Particular Reference to His 


Report, Edward M. Karlin, College of the City of 
New York, 1954 
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The Regulation of the Practice of Accountancy 
in the United States, Gerald Skolnick, College 
of the City of New York, 1954 

A Study of the Publications of State C.P.A. 
Societies, July 1950-June 1952, Herman A. 
Stribling, Jr., University of Alabama, 1954 


C. C.P.A. EXAMINATIONS 
Doctors 


An Analysis of the Examination and Other Re- 
quirements for the Certified Public Accountant 
Certificate, H. Edward Breen, University of 
Illinois, 1953 


D. OTHER 
Masters 


Bank Audits and Examinations, Morris Joseph 
Parrino, Louisiana State University, 1954 

Professional Ethics in the Field of Public Ac- 
counting, Allan Lee Garber, College of the City 
of New York, 1954 


V. ACCOUNTING FOR INDUSTRIAL, MER- 
CANTILE AND FINANCIAL ENTER- 
PRISES 


A. ACCOUNTING SYSTEMS 
Doctors 


An Accounting System and Audit Program for 
Georgia Counties, Homer Black, University of 
Michigan (In Progress) 

The Theory and Technique of Cost Accounting 
in the Hosiery Industry, A. W. Patrick, Uni- 
versity of Michigan (In Progress) 

Uniform Accounting Methods for Indiana Can- 
ning Industry, Ralph Dale Swick, Indiana 
University, 1954 


Masters 


An Accounting System for a Painting and Dec- 
orating Business Conducted in Conjunction 
With a Retail Store, Donald E. Beal, Pennsyl- 
vania State, 1953 

An Accounting System for a Social Club, William 
P. Capatch, Pennsylvania State, 1953 

An Accounting System for Small Departmental- 
ized Drugstores, Jack W. Wyker, Pennsylvania 
State, 1953 

An Accounting System Manual for Catholic High 
Schools, Brother Alfred J. Moroni, St. Louis 
University, 1954 

Budgetary Control at the Department Level, 
John Hultman, University of Rochester, 1954 

The Control of Cash Receipts in a Small Business, 
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Louis Lester Eames, Louisiana State University, 
1954 

A Farm Account System, Therman W. Wiser, 
Pennsylvania State, 1954 

Internal Accounting Control and Internal Audit- 
ing, Robert R. Gardner, George Washington 
University, 1954 

Statistics of Earnings of Leading Corporations of 
the Drugs and Medicine Industry, John 
Joseph Karn, Catholic University of America, 
1954 

A Study in Payroll Preparation and Distribution, 
Dale Stanley Lary, Iowa State University, 1954 

A Study of Developments in Airport Accounting, 
James A. Hopkins, Catholic University of 
America, 1954 


B. BUDGETING 
Doctors 


Variable Budgeting, John D. Tse, Harvard Uni- 
versity (In Progress) 


Masters 


Administration of Budgets in Manufacturing 
Industries, Per Wicknertz, University of Illi- 
nois, 1954 

A Comparative Analysis of the Basic Features 
of Fixed and Flexible Budgeting, Marvin Eu- 
gene Gollob, Northwestern University, 1953 

A Treatise on Sales Budgeting, Jules W. Cohen, 
Long Island University, 1954 


Cc. COST ACCOUNTING—MANUFACTURING 
Doctors 


Accounting for Spoilage, Harold E. Paddock, 
University of Texas (In Progress) 

The Contributions of G. Charter Harrison to Cost 
Accounting, Vernon H. Upchurch, University of 
Texas, 1954 

Direct Costing—Applicability of the Method as 
an Accounting Practice; reporting Internally 
or Internaily and Externally, Daniel C. Lewis, 
Harvard University, 1954 

Lumber Costs With Special Attention to Ar- 
kansas Furniture Companies, Nolan Williams, 
University of Texas (In Progress) 

Managerial Cost, Philip T. Meyers, University of 
Texas (In Progress) 

Publishers’ Costs for Church Papers, Neil Alex- 
ander, University of Texas (In Progress) 


Masters 


Aircraft Industry Costs With Emphasis on Use 
of Learning Curve, Joe Donald Hubbard, 
University of Texas, 1954 
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The Control of Manufacturing Overhead, John 
O. Welton, College of the City of New York, 1954 

Cost Accounting For The Chemical Industry 
With Particular Reference to Joint Product 
and By-Product Accounting, Walter E. Lewin, 
College of the City of New York, 1954 

Cost Accounting Problems at Naval Shipyards 
Operating Under the Navy Industrial Fund, 
John R. Romett, Catholic University of America, 
1954 

A Critical Analysis of the Direct Costing Method, 
Glenn H. Morrison, Jr., University of Pennsyl- 
vania, 1954 

Methods of Accounting for Spoiled and Added 
Units in Process Costs, Coleman Harrell Gulley 
University of Texas, 1954 

Simplified Cost Control Procedures for the Small 
Manufacturer, James Gould, University of 
Rochester, 1954 

A Survey and Analysis of Methods of Accounting 
for Joint Costs in Manufacturing, Richard C. 
McAllister, University of Washington, 1954 


D. COST ACCOUNTING—DISTRIBUTION 
Masters 


A Survey of the Seed Industry With Particular 
Attention to Accounting Problems and Tech- 
niques, Clair Willet Janes, Ohio State University, 
1953 


Faculty Research 


Distribution Cost Analysis Under the Robinson- 
Patman Act, H. F. Taggart, University of 
Michigan, 1954 


E. CONTROLLERSHIP AND MANAGERIAL ACCOUNTING 
Doctors 


The Influence of Professional Accounting Opinion 
on Management Decisions, Richard L. Smith, 
Harvard University (In Progress) 

An Integrated System of Managerial Reporting, 
Herbert C. Knortz, New York University (In 
Progress) 

Managerial and Accounting Significance of Fixed 
and Variable Costs, Richard Brummet, Uni- 
versity of Michigan (In Progress) 

The Role of Accounting in Pricing, Maybelle 
Kohl, Columbia University, 1954 

Standard Costs and Price Fluctuations, Gerald 
K. Nelson, University of Illinois, 1953 


Masters 


An Analysis of the Elements of Internal Control, 
Hugo Kahn, University of Illinois, 1954 
The Certified Public Accountant in Business 


Management, T. W. Mitchell, Jr., Southern 
Methodist University, 1954 

A Comparison of the Controllership Function in 
Industry and in the Federal Government, 
Ralph A. Bosch, University of Illinois, 1954 

The Controller in Scientific Managerial Planning 
and Control, Howard Arnold Metz, Long Is- 
land University, 1954 

An Evaluation of the Responsibilities of Cor- 
porate Accountants, John F. Stengel, Univer- 
sity of Illinois, 1954 

Managerial Accounting, An Aid to Financial 
Management, Robert G. Stevens, University of 
Illinois, 1954 


F. INTERNAL AUDITING 
Masters 


Accounting Controls for the Prevention of Bank 
Frauds, Francis M. Rhoades, Temple Uni- 
versity, 1954 

A Critique of the Scope of the Internal Audit 
Function with Especial Attention to Its Ap- 
plication in the U. S. Army Audit Agency, 
Robert L. Matcalf, Jr., University of Pennsyl- 
vania, 1954 

Internal Auditing: Present and Future, Joseph 
F. Murphy, University of Pennsylvania, 1954 


G. CASE AND INDUSTRY STUDIES 
Doctors 


The Accounting and Financial Systems of the 
Tennessee Valley Authority and Their Applica- 
tion to Under-developed Countries, Ma Tin 
Hlyne, New York University (In Progress) 

Accounting for Leasehold, Exploration and De- 
velopment Costs in the American Petroleum 
Industry, Horace Rhea Brock, University of 
Texas, 1954 

The Economics of Costs and Prices in Iron and 
Steel Plants, Kesav P. Pillai, New York Uni- 
versity (In Progress) 

Evaluation of Accounting Practices in the Pe- 
troleum Industry, Frank J. Lauderdale, Uni- 
versity of Texas (In Progress) 

The Management and Control of Subcontracting 
in the Airframe Industry, Neil E. Harlan, 
Harvard University (In Progress) 


Masters 


Accounting and Production Systems in the 
Sportswear Industry, Philip Wander, College 
of the City of New York, 1954 

Accounting for an Independent Oil Operator— 
A Case Study, William G. Kemp, University of 
Texas, 1954 


Acco 
ley, 
Acco 
L. | 
Acco 
De 
195 
An Ar 
Acc 
of 
Break 
tio 
Phi 
195 
Cost 
Lar 
Ja 
Yor 
Deple 
A Fle 
tive 
Un 
Moto 
Ope 
Un 
Stand 
dus 
Pen 
Use o 
ning 
lace 
The E 
Acc 
of 
A Su 
Tre 
Comp: 
Uni 
Resea 
De 
Pro; 
An In 
Estz 
and 
Uni 


Accounting for Casualty Insurers, John E. Stan- 
ley, Ohio State University, 1953 

Accounting for the U. S. Naval Aircraft, Milton 
L. Wray, University of Pennsylvania, 1954 

Accounts Payable in the Construction Industry, 
Demetrios Koregelos, University of California, 
1954 

An Analysis of the Army Installation Integrated 
Accounting System, Alan A. Sawyer, University 
of Pennsylvania, 1954 

Breakeven Analysis and Its Practical Applica- 
tion in Three Selected Companies, Allen 
Phillips Reinhardt, Northwestern University, 
1954 

Cost and Expense Reduction Programs for a 
Large Electrical Equipment Manufacturer, 
James P. McCully, College of the City of New 
York, 1954 

Depletion in the Coal Mining Industry, Theodore 
C. Resinski, Temple University, 1954 

A Flexible Budget for the Consumers Coopera- 
tive of Berkeley, Inc., Jacques E. Nouaux, 
University of California, 1954 

Motor Truck Replacement Problems of Fleet 
Operators, Walter Martin Smith, Ohio State 
University, 1954 

Standard Cost Accounting for the Cement In- 
dustry, Araceli R. Mendoza, University of 
Pennsylvania, 1954 


H. MACHINE METHODS 
Doctors 


Use of Electronic Equipment in Production Plan- 
ning and Inventory Control, Edward L. Wal- 
lace, University of Chicago (In Progress) 


Masters 


The Electronic Computer and Its Application to 
Accounting, Barry Appel, College of the City 
of New York, 1954 

A Survey of Electronic Accounting, Emanuel 
Treitel, University of California, 1954 

I. OTHER 
Doctors 

Comparative Costs, Philip Wolfson, New York 
University (In Progress) 

Research and Development Spending 1951-52, 
Dewitt C. Dearborn, Harvard University (In 
Progress) 

Masters 


An Investigation of the Methods Employed in 
Establishing Criteria for Maintenance Repairs 
and Capital Replacements, Joseph R. Poland, 

University of Pennsylvania, 1954 
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Payout Status Records and Reports, Atticus W. 
Bramlett, University of Tulsa, 1954 

Various Methods of Accounting for Reciprocal 
Shareholding, Angelo P. De Cesaris, Catholic 
University of America, 1954 


VI. NON-PROFIT ENTERPRISES 
A. GOVERNMENTAL ACCOUNTING 
Doctors 


Accounting Problems of the Tennessee Valley 
Authority, Vern H. Vincent, University of 
Michigan (In Progress) 

Administration of Purchasing Function in State 
Government, Edward S. Lynn, University of 
Texas (In Progress) 

Standards of Accounting in the Financial Ad- 
ministration of State Governments in the 
United States, Milford K. Kellogg, University of 
Illinois (In Progress) 


Masters 


The Controller—His Accounting Functions in the 
United States Air Force, Robert Duin, College 
of the City of New York, 1954 

A Critical Analysis of the Accounting Problems 
of the T.V.A., Henry J. Hagan, Temple Uni- 
versity, 1954 

Managerial Accounting and Control of U. S. 
Government Fiscal Operations, Melvin Bund, 
College of the City of New York, 1953 

The Uniform Systems of Accounts Prescribed by 
the State of California, Bernard M. Stuehler, 
University of California, 1954 


B. INSTITUTIONAL ACCOUNTING 
Doctors 


Budget Preparations in Selected Educational In- 
stitutions, Harding Young, Harvard University 
(In Progress) 


Masters 


Accounting for Extracurricular Activities of the 
Junior Colleges of Washington, Mary Mont- 
fort Pesco, University of Washington, 1954 

Cost Accounting for Hospitals, Norma Gwendo- 
lyn Potter, University of North Carolina, 1953 

Financial and Accounting Problems of the Local 
Church, Keith R. Heller, University of Oregon, 
1954 


C. FIDUCIARY ACCOUNTING 
Doctors 


Accounting Reports of Fiduciaries, Leon E. Hay, 


University of Illinois, 1954 
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VII. LEGAL AND GOVERNMENTAL AS- 
PECTS OF ACCOUNTING 


A. TAXATION 
Doctors 


Accounting, Economic and Financial Implications 
of Section 102 of the Internal Revenue Code, 
Elton TeKolste, University of Michigan (In 
Progress) 

Amortization of Emergency Facilities, Robert 
Glenn Falls, Indiana University, 1954 

The Impact of Federal Income Taxes on Resi- 
dential Real Estate Developers, Donald E. 
Roark, Indiana University (In Progress) 

A Study of the Reasoning Underlying Certain 
Divergencies of the Tax Law from Accounting 
Practice in Determining Business Income, 
David R. Dilley. Indiana University (In Prog- 
ress) 

Tax Planning for Oklahoma Estates, Othel D. 
Westfall, University of Texas, 1954 

A Theory of the Evolution of the Concept of 
Taxable Income, Richard L. Williamson, 
Indiana University (In Progress) 


Masters 


Accounting and Income Tax Aspects of Capital 
Stock Transactions, Leonard Sobelman, Col- 
lege of the City of New York, 1954 

Current Federal Estate and Gift Taxes and Pos- 
sible Tax Savings by Careful Estate Planning, 
Ernest M. Wilkinson, Jr., University of Pennsyl- 
vania, 1954 

Evaluation of Inventory Costing Methods in the 
Determination of Income Taxes. Oscar Feld- 
man, Temple University, 1954 

Factors to be Considered When Determining the 
Limits to the Taxation of Income, Robert G. 
Hoffman, University of Pennsylvania, 1954 

Federal Income Tax Consequences Arising Out 
of the Acquisition, Operation and Disposition 
of Real Property, Jacob N. Broudy, College of 
the City of New York, 1954 

Federal Income Taxation of Aliens, Fred Wish- 
noff, College of the City of New York, 1954 

Federal Tax Aspects of the Purchase and Sale of 
a Consumer Finance Business, Robert S. 
Mauger, Ohio State University, 1953 

Inventory Accounting Under the Federal Income 
Tax Law, Leopold Schorr, College of the City 
of New York, 1954 

Some Aspects of Individual Gain and Loss Tax 
Treatment from Sale or Exchange and In- 

voluntary Conversion of Land and Depreciable 


Assets Used in a Business, Donald Wayne Gul- 
ick, University of Kansas, 1954 

Some Tax Problems Incident to the Purchase and 
Sale of American Corporations, Paul M. Weiss- 
man, University of Pennsylvania, 1954 

Special Treatment of the Farmer in the Federal 
Income Tax Law, Halbert Lee Sturgeon, 
University of Kansas, 1954 

A Study of the Surtax on Corporations Improp- 
erly Accumulating Surplus, Paul Trimble 
Walthall, University of Texas, 1954 

A Study of What Constitutes a ‘Trade or Busi- 
ness” for Individual or Partnerships as Ap- 
plied to the Federal Income Tax Laws, John 
H. Messamer, University of Kansas, 1954 

Valuation of Property with Respect to the Fed- 
eral Estate Tax, Howard A. Schlundt, Uni- 
versity of Kansas, 1954 


B. REGULATION 
Doctors 


A Comparison of the Accounting Pronounce- 
ments of the American Institute of Account- 
ants and the Securities and Exchange Com- 
mission, Fritz Allen McCameron, University 
of Alabama, 1954 

The Influence of the U. S. Securities and Ex- 
change Commission Upon the Practice of 
Auditing, William E. Whittington, University 
of Illinois (In Progress) 


Masters 


An Accounting Approach to the Regulation of 
Interstate Petroleum Pipelines, Henry J. Vel- 
sor, University of Illinois, 1954 

Accounting Under Regulation S-X of the Securi- 
tiesand Exchange Commission, James L. Zahner, 
Ohio State University, 1953 

An Analysis of the Requirements of Revised 
Regulation S-X for the Preparation and Pre- 
sentation of the Balance Sheet, John R. Shoop, 
University of Pennsylvania, 1954 

An Evaluation of the Regulatory and Non-Regu- 
latory Accounting Data Available to the Small 
Investor, Hyman Landweber, College of the City 
of New York, 1954 

The Impact of Regulations on the Development 
of Accounting Practice, Theodore Pedas, 
University of Pennsylvania, 1954 

Industrial Accounting in the New Polish Planned 
Economy, Bronislaw Wojtun, Temple Uni- 
versity, 1954 

The Influence of the New York Stock Exchange 
on Accounting, James A. Masters, University 

of Illinois, 1954 
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C. CONTRACTS AND CONTRACT RENEGOTIATION 
Masters 


Accounting Aspects of Government Renegotia- 
tion, Ira Marvin Zalbe, College of the City of 
New York, 1953 

The Allocation of Costs and Expenses Between 
Renegotiable and Non-Renegotiable Business 
Under the Renogotiation Act of 1951, Ronald 
Curwin, College of the City of New York, 1954 


D. OTHER 
Doctors 


Legal Liability of Public Accountants, Roland 
F. Salmonson, University of Michigan (In 
Progress) 

Masters 

Books of Account and the Laws of Evidence in 
New York State, Isidore Kaufman, College 
of the City of New York, 1954 

A Study of Air Force Budgeting and Accounting 
as Represented in the Western Air Defense 
Force, Wilma F. Otterbein, University of Cali- 
fornia, 1954 


VIII. REORGANIZATION AND LIQUIDATION 


Doctors 
Quasi-Reorganizations and Other Major Ac- 
counting Adjustments, James S. Schindler, 
University of Michigan (In Progress) 
IX. EDUCATION 
Doctors 


Internship Programs in Accounting—An Analysis 
and Evaluation, Robert B. McCosh, Indiana 
University (In Progress) 


Masters 
A Historical Study of Bookkeeping Education to 
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1900, Wilson Clark Orr, University of Texas, 
1954 

Visual Materials and Techniques in the Teaching 
of Accounting, George B. Stiles, University of 
California, 1954 

A Survey of the Collegiate School of Business 
and the Private Business School with Special 
Emphasis on Their Accounting Courses, Gus- 
tave C. Cote, University of Pennsylvania, 1954 


Faculty Research 


A Six Year Statistical Study of University of 
Pittsburgh Accounting Majors Correlating 
High School Class Standing, A.I.A. Tests 
(Orientation, Level I, Level II), Accounting 
Quality Point Average, Overall University 
Quality Point Average, Donald G. Schurman, 
University of Pittsburgh, 1954 


X. MISCELLANEOUS 
Masters 


An Analysis of the Leaseback as a Business 
Financing Device, Hjalmer J. Rathe, Univer- 
sity of Oregon, 1954 

Bibliography—Accounting for the Petroleum In- 
dustry, James H. Conner, Jr., University of 
Tulsa, 1954 

Cost Finding for the Motor Freight Carrier In- 
dustry, Hylan Cooper, College of the City of 
New York, 1954 

Economic and Accounting Considerations in 
Pension Planning, John Carroll, Pennsylvania 
State, 1954 

Selected and Annotated Bibliography of Petrol- 
eum Accounting, Oscar Nipper, University of 
Texas, 1954 

Tax Influence on Choosing Type of Small Busi- 

ness Organization, Seymour Rosenbaum, Col- 

lege of the City of New York, 1953 
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A SHORT-CUT METHOD FOR 


SIMULTANEOUS TAX 
COMPUTATION 


STEPHEN FRIED 
Cuneo and Company 


METHOD to ease the burden involved 
in tax computations was suggested 
in an article in the July, 1954 issue 

of THe AccouNnTING REviEwW.! There ap- 
pears, however, to be an error, in that the 
authors suggest the use of over-all effective 
rates instead of top-bracket rates in the 
case of a graduated tax rate scale. Basi- 
cally, however, the method is sound and 
practical. It is the purpose of this article 
to develop the method and to show its 
applications in certain special cases. 


BASIC METHOD 


Let it be assumed that a Corporation 
on the accrual basis has an income before 
taxes of $100,000 for Federal and for State 
tax purposes, that the State tax rate is 2 
per cent, and that State taxes are not an 
allowable deduction for State tax purposes. 
The current Federal tax rate on incomes 
over $25,000 is 52 per cent on the total, 
less $5,500. The taxes may be computed 
by the familiar trial-and-error method, as 
follows: 


State Tax: 


The difference between the State tax 
after the second trial and the first trial is 
$11.13. This difference arises from apply- 
ing successively the Federal top rate and 
the State rate to the amount of State tax 
found in the first trial: .02.52X$1,070 
equals $11.128. The process is repeated 
until the change of the State tax amounts 
to less than one cent. In other words, the 
State tax found on the first trial and the 
successive differences form theoretically 
an infinite geometrical progression, the 
“quotient” of which is the product of the 
top Federal rate and the State rate, and 
the final State tax is the “sum” of this 
geometrical progression. The formula for 
such a sum is S=A/(1—Q) wherein A 
is the first element and Q is the quotient. 
Indeed we find that the final State tax is 


$1,070 $1,070 
1—.0104 .9896 


= $1081 .2449, 


1 “Simultaneous Calculation of Federal and State 
Income Taxes, a Suggested Method,” Douglas J. Gul 
den and Charles J. Stokes, pp. 501-502. 
2nd Trial 3rd Trial 4th Trial 


$100,000 $100,000.00 $100,000.00 $100,000.00 
1,070.00 1,081.13 1,081.24 


$100,000 $ 98,930.00 $ 98,918.87 $ 98,918.65 
$ 46,500 $ 45,943.60 $ 45,937.81 $ 45,937.76 


$100,000 $100,000.00 $100,000.00 $100,000.00 
46,500 45,943.60 45,937.81 45 ,937.76 


$ 53,500 $ 54,056.40 $ 54,062.19 $ 54,062.24 
$ 1,070 $ 1,081.13 $ 1,081.24 $ 1,081.24 
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correct to the 4th decimal place. 

Thus it becomes possible to eliminate 
all trials after the first one; the final State 
tax may be computed by a simple division 
after a tentative State tax has been ar- 
rived at on the first trial. The complete 
computation may be described as follows: 

1. Compute a tentative Federal tax on 
Federal income before deduction of State 
tax. 

2. Compute a tentative State tax on 
State income reduced by the tentative 
Federal tax. 

3. Divide the tentative State tax by 
1—Q wherein Q represents the product of 
the top bracket Federal and State rates, 
expressed in decimal fractions. The result 
is the actual State tax. 

4. Compute actual Federal tax by ap- 
plying Federal rate to federal income re- 
duced by actual State tax. 

5. Prove computation by applying State 
rate to State income reduced by actual 
Federal tax. The result should be the same 
as that arrived at in step 3. 


SPECIAL APPLICATIONS 


Federal Income Different from State In- 
come 


Quite frequently, the net income sub- 
ject to Federal tax is not the same as that 
subject to State tax. For instance, dividend 
credit and net operating loss deductions 
are not applicable for State tax purposes; 


Step 1—Federal income before taxes............ 
Add back actual contributions. ........ : 


Income before contributions and taxes 


Tentative Federal tax at 49.4% less $5,500. ..... 


Step 2—State income before contributions and taxes 
Less tentative Federal tax 


Balance 


Tentative State tax at 1.9% 


$1, 162.04 
$1, 173.05 
4 


Step 3—Actual State tax: 


Short-Cut Method for Tax Computation 


317 


conversely, interest on Federal obligations 
is not taxable on State returns. 

It will be noted that a distinction was 
made between Federal and State income 
in steps 1 and 2. Thus, the method, as de- 
scribed, is applicable without further mod- 
ification, where Federal income and State 
income are not the same. 


Deductions Depending on Taxable Income 


The deduction for contributions is 
limited to 5 per cent of the net income be- 
fore contributions on Federal corporation 
returns; similar limitations exist under 
State laws. 

The method can be easily adapted to 
this situation, by using an effective tax 
rate to be applied to the income before 
contributions. 

Let us assume that in the above exam- 
ple the Corporation had a net income 
of $100,000 after contributions of 
$10,000.00 and that the State also limits 
contributions to 5 per cent of income be- 
fore contribution. In this case, taxable in- 
come is equal to 95 per cent of the income 
before contributions; therefore, the effec- 
tive Federal rate is 95 per cent of 52 per 
cent less $5,500 or 49.4 per cent less $5,500. 
Similarly, the effective State rate is 95 per 
cent of 2 per cent or 1.9 per cent. The figure 
Q is .49X.019=.009386, and the divisor 
is .990614. The complete computation 
is as follows. 


. $100,000.00 


$110,000.00 
$ 48,840.00 


$110,000.00 
48,840.00 


$ 61,160.00 
$ 1,162.04 
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Step 4—Federal income before contributions and taxes. 


Step 5—State income before contributions and taxes... eee 


A slight modification is required if a cor- be deducted from income, taxable at ordi- 
poration has capital gains or dividend nary rates, and the nominal rate is applied 
credits, and is subject to the limitation on to the balance; but the correction factor is 
contributions. In that case the effective computed by using the effective rate. The 
rate cannot be used in computing the ten- following example will make this more 
tative Federal tax; instead 5 per cent of clear, and will also illustrate the case where 
the total income before contributions is to Federal andState incomes are not the same. 


$110,000.00 
1,173.05 


$108 , 826.95 
5,441.35 


$103 , 385.60 
$ 48,260.50 


$110,000.00 
48, 260.51 


$ 61,739.49 
3,086.97 


$ 58,652.52 
$ 1,173.05 


Tentative Federal tax: 


On ordinary income at 52% less $5,500.00. 


Step 3—Actual State tax: 


(The divisor 1—Qis computed by using the effective rates as in the preceding example) 


$ 29,600.00 


29,600.00 


Step 


Step 


= 
State 
| 
10,000.00 is co 
57,000.00 if 
plies 
Deduct allowable contribution 5% of 5,500.00 
Fi 
$ 10,400.00 
$ 80,400.00 
$ 1,527.0 


Sissis 


isisissisiss 


Step 4—Federal income before contribution........... 


Less: 


Income taxable at ordinary rates............. 


Federal tax: 


On ordinary income, 52% less $5,500.00.... 


Step 5—State income before contributions............ 


State Tax Deductible on State Return 


In this case, an effective State tax rate 
is computed by the simple formula r/1+7, 
wherein r is the nominal State tax rate. 

If the limitation on contributions ap- 
plies, r is the nominal State rate, multiplied 
by 1—c, wherein ¢ is the percentage of al- 
lowable contributions, expressed as deci- 
mal fraction. 

For instance, if the State tax rate is 5 
per cent and the contributions are allow- 
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$110,000.00 
$42.07 


$108 , 457.93 


$103,035.13 


57,000.00 
$ 46,035.13 


$ 18,438.26 
10,400.00 


$ 28,838.26 


$110,000.00 
28,838.26 


$ 81,161.74 
4,058.09 


able in the amount of 5 per cent c becomes 
.04X .95 = .038, and the effective State tax 
rate is 1 divided by 1.038= .036609. 


CONCLUSION 


The author has found that the described 
method, once understood, is not difficult 
to apply, and that it is an improvement 
over the familiar trial-and-error method. 
It is his hope that it may prove helpful to 
other readers interested in this subject. 


Less 5% allowable contributions.............. 
| 


4 
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REPORT OF THE PRESIDENT 


FRANK P. SMITH 


counting Association is formally 

divisible into yearly intervals with 
changing officers and committees each 
January. There is a distinct seasonal pat- 
tern in committee activities, with a 
maximum of participation by members 
during the annual meeting, followed by 
a lull all along the line until the new officers 
and committee chairmen take over. How- 
ever, the specific activities do not neces- 
sarily follow this pattern. Some of our ac- 
tivities are initiated and completed in a 
single year but the majority of them carry 
forward from one year to the next. This is 
an important and necessary feature of our 
operations if we are to make important 
progress in the development of accounting 
thought and accounting education. Never- 
theless, this very policy, which lends con- 
tinuity and cohesion to our work, and 
facilitates the accomplishment of long- 
range objectives, complicates the task of 
each retiring President when he attempts 
to summarize the achievements of the 
Association during the period of his tenure 
in office. 

The year 1954 is no exception to these 
generalizations. We continued numerous 
projects begun in prior years, carried some 
to completion, and initiated others. We 
were particularly fortunate in being able 
to draw on the talents of a record number 
of members, partly through our com- 
mittees and partly in connection with THE 
ACCOUNTING REVIEW. 


To PROGRAM of the American Ac- 


The Accounting Review 


THe AccounTING REvieW has _in- 
creased gradually in size during the past 
five years to about 800 pages annually. 
For 1954, the total was 805, with 714 num- 
bered pages of articles and departments. 
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It is both surprising and gratifying at 
the close of a year to appreciate the num- 
ber of members and friends of the Associa- 
tion who assisted, in one way or another, 
with the publication of THE ACCOUNTING 
Review. To illustrate, we published in 
1954, papers and reports (not counting 
committee reports) prepared by seventy- 
five individuals, and approximately sixty 
book reviews prepared by as many re- 
viewers. In addition, four Departments 
appeared in each issue. A substantial 
number of members also assisted by read- 
ing and appraising manuscripts. The four 
issues of THE ACCOUNTING REVIEW of 
1954 were thus actually the combined out- 
put of approximately 170 interested in- 
dividuals. 

The four Departments which appear in 
each issue of THE ACCOUNTING REVIEW 
are among its best features and acknowl- 
edgment of their outstanding work is due 
the following: 

Frank S. Kaulback, Jr., Editor, The Teachers’ 

Clinic 
Henry T. Chamberlain, Editor, Professional 
Examinations 


E. Burl Austin, Editor, Association Notes 
Arthur M. Cannon, Editor, Book Reviews 


Credit is also due our Secretary-Treasurer, 
R. C. Cox, who handled in very fine style 
a varied assortment of duties in connection 
with subscriptions, memberships, advertis- 
ing, and announcements, and to our 
Director of Research, John A. White, for 
the section, ‘‘Accounting Research,” which 
appeared in the October Issue. This com- 
pilation was an innovation of 1954, in- 
tended to aid and stimulate research in the 
field of accounting. 

Manuscripts have been coming in nicely 
this past year. However, no editor ever 
had too many, and further, there has been 
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a marked scarcity of short papers. The 
number of rather long articles which have 
appeared recently has been due largely to 
lack of acceptable short papers. It would 
be helpful if the membership of the 
Association would endeavor to remedy this 
situation. 

A word of warm thanks is due our pub- 
lishers, the George Banta Publishing 
Company of Menasha, Wisconsin. This 
firm has published THE ACCOUNTING RE- 
VIEW since its inception. The continuance 
of this relationship for twenty years indi- 
cates to some extent our reliance upon 
Banta’s fine services and particularly the 
patience, understanding, and resourceful- 
ness of Mr. Harold J. Bachmann, who 
manages each quarter to produce for us a 
printed magazine of approximately 200 
pages. 


Price Level Changes and Financial State- 
ments 


Good progress has been made during the 
past year on our research project, headed 
by Professor Ralph C. Jones of Yale Uni- 
versity, and concerned with the effects of 
price level changes on financial statements. 
Present plans call for the publication of 
three items: 

A monograph consisting of four case studies of 

approximately 180 pages 

A monograph consisting of the over-all report 

on the entire project, estimated at 250 pages 

A pamphlet including an introductory state- 

ment of the problem and illustrations of 
techniques of price level adjustments 


The set of four cases has been completed 
and is being printed by the George Banta 
Publishing Company. The manuscripts 
of the over-all report and the proposed 
pamphlet are both substantially complete, 
but considerable work still remains to be 
done before they will be ready for printing. 

This entire research study has been 
financed by grants from the Merrill 
Foundation for Advancement of Financial 


Knowledge, Inc. We received in 1954 a 
second supplemental grant to underwrite 
publication costs. Under our agreement 
with the Merrill Foundation, all publica- 
tions relating to the Price Level Project 
will be sold rather than distributed without 
charge to members, as has been the case 
with other monographs. The volumes will 
be priced as low as possible, consistent 
with recovery of publication costs. Sales 
proceeds, above handling costs, will be 
refunded to the Merrill Foundation until 
the Foundation has recouped its advances 
for publication costs. Members will be 
notified as soon as these publications are 
available. 

We are greatly indebted to Ralph C. 
Jones, who has unselfishly devoted himself 
to this study for the past three years, to 
Perry Mason and David Lindsey for their 
contributions, to the cooperating com- 
panies and firms of certified public ac- 
countants, and to the Merrill Foundation 
for its financial support of this challenging 
and important research project. 


Relationships with Other Accounting Organ- 
izations 

The growing importance of our Associa- 
tion, and the increasing importance placed 
on accounting education by associations 
of practitioners, are attested to by the 
many requests for official representations 
at meetings of other accounting organiza- 
tions, both in the United States and 
abroad. 

During the past year, I had the pleasure 
of representing our Association at the 
Spring Council Meeting and at the Annual 
Meeting of the American Institute of Ac- 
countants, the 16th Annual Institute on 
Accounting at the Ohio State University, 
and the 15th Annual Symposium on Ac- 
counting and Taxation at the University 
of North Carolina. 

Our Association was represented by 
members at many other meetings includ- 
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ing the Annual Meeting of the Institute of 


Internal Auditors (Robert H. Van 
Voorhis), the Presidential Inauguration of 
A & M College of Texas (T. W. Leland), 
the Marshall-Wythe-Blackstone Celebra- 
tion of the College of William and Mary 
(W. F. Gibbs), the 3rd Inter-American 
Accounting Conference in Soa Paulo 
(David Himmelblau), the Golden Jubilee 
Celebration of the Association of Certified 
and Corporate Accountants in London, 
England (E. J. Geser), the 25th Anniver- 
sary of the Founding of the Philippine 
Institute of Accountants (Cecilio A. De 
Gazman), and the Centenary of the 
Scottish Institute of Chartered Account- 
ants, Edinburgh (Mary E. Murphy). 

Our Association continued its participa- 
tion with other organizations in two addi- 
tional activities. Robert N. Anthony and 
Herbert F. Taggart represented the 
Association in the Council for Federal 
Financial Administration, an organiza- 
tion formed to develop improved Federal 
Government accounting and budgetary 
controls. Hermann C. Miller represented 
the Association in the Council for Pro- 
fessional Education for Business, and 
served as its Secretary. 


Policies and Procedures of Association 
Committees 


Our Association follows a careful policy 
of appointing a maximum number of new 
committee members each year to its var- 
ious committees. As a result we have each 
year a number of individuals who have not 
previously served on such committees and 
are not intimately acquainted with the 
Association’s policies and procedures. 

Last year President Hassler appointed a 
sub-committee of the Executive Commit- 
tee consisting of Charles J. Gaa, George R. 
Husband, and John A. White to prepare a 
report on the policies and procedures of the 
Association for the information and guid- 
ance of future committees. This Committee 
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was reappointed for 1954 and its report, 
accepted by the Executive Committee in 
September, was published in the January, 
1955 issue of THE ACCOUNTING REVIEW. 


Volume of Readings on Cost Accounting 


The Executive Committee has been con- 
sidering for some time the desirability of 
publishing a volume of readings on cost 
accounting and such closely allied areas as 
planning, budgetary control, and man- 
agerial reports. At the April meeting the 
Executive Committee approved this proj- 
ect and Professor William E. Thomas of 
the University of Illinois was requested 
to undertake the preparation of an outline. 
A sub-committee of the Executive Com- 
mittee consisting of Charles J. Gaa, R. C. 
Cox, and Wayne E. Shroyer was appointed 
to consult with Professor Thomas on re- 
vision of his outline. Suggestions from 
practitioners and teachers were also so- 
licited directly and were considered. At 
the September meeting the Executive 
Committee reviewed Professor Thomas’s 
outline and requested him to complete 
the selection of papers and prepare a 
manuscript. This work is now substan- 
tially completed. 

We have been very fortunate in having 
the South-Western Publishing Company 
agree to undertake publication of this 
volume. Members of the Association will 
remember with pleasure the fine work 
South-Western did with our Teachers 
Guide which appeared in 1953. 


Volume of Reading in History of Accounting 


Plans were initiated in 1953 for the 
Association of University Teachers of 
Accounting in England and the American 
Accounting Association to sponsor jointly 
the publication of a volume of readings in 
the history of accounting. These arrange- 
ments have been substantially completed. 
The editors are to be B. S. Yamey of the 
London School of Economics and A. C. 
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Littleton, Professor Emeritus of the Uni- 
versity of Illinois. Sweet & Maxwell, 
Limited, will publish this volume in Eng- 
land and Richard D. Irwin, Inc., has gen- 
erously agreed to undertake distribution in 
this country. 


Translation of “Structure of Accounting 
Theory” 


The Association’s monograph No. 5, 
“Structure of Accounting Theory,” by A. 
C. Littleton, is being translated into 
Japanese by Professor Toshiro Otsuka of 
Kobe University under the direction of 
Dr. Yasutaro Hirai. 


Annual Convention 


The Annual Convention of the Associa- 
tion, held on the campus of the University 
of Illinois, on September 1 and 2, has al- 
ready been reported by the Secretary- 
Treasurer, R. C. Cox, in the January, 1955 
issue of THE ACCOUNTING REVIEW. 

The attendance was the largest on rec- 
ord and the host institution, the Univer- 
sity of Illinois, did a superb job of organ- 
izing and planning the sessions. The 
Association is deeply indebted to the Com- 
mittee on Convention Arrangements 
headed by C. A. Moyer, to the Ladies Pro- 
gram Committee headed by Mrs. Moyer, 
and to the College of Commerce of the 
University. 


Alpha Kappa Psi Award 


The Alpha Kappa Psi award for 1954, 
for outstanding contributions to the field 
of accounting, was presented at the Ban- 
quet Session of the Annual Convention 
to A. C. Littleton, Professor Emeritus of 
the University of Illinois. The award in 
the form of a Life Membership in the 
Association, was made by Vice-President 
Wayne E. Shroyer, but in one of his other 
roles, that of Vice-President and member 
of the Grand Council of Alpha Kappa Psi. 


EXECUTIVE COMMITTEE 


The Executive Committee serves the 
American Accounting Association as its 
primary policy-making and administrative 
body. In this connection the Committee 
approves all policy changes and major 
undertakings, reviews and approves budg- 
ets and financial statements, selects 
auditors, authorizes committees, accepts 
reports of committees and approves pub- 
lication, determines the place and dates of 
annual meetings, and has an important 
part in shaping the program of such 
meetings. 

A number of actions of the Executive 
Committee have already been mentioned 
above, such as approval of the two publica- 
tion projects—readings in cost accounting 
and readings in the history of accounting, 
and approval of the Japanese translation 
of ‘‘Structure of Accounting Theory.” 

At the April meeting the Executive 
Committee reviewed the results of the 
membership poll taken regarding the 
desirability of a meeting on the West 
Coast. On the basis of the votes cast, the 
year 1956 seemed most suitable. Accord- 
ingly, the Executive Committee accepted 
the invitation of the University of Wash- 
ington to hold the 1956 meeting in Seattle. 

The critical situation which has devel- 
oped in accountant-lawyer relationships, 
concerning the role of each group in tax 
practice, was considered at length in both 
the September and December meetings. 
The increasing urgency of this problem 
led the Executive Committee at the De- 
cember meeting to adopt the following res- 
olution: 


Whereas the position of the accountant in the 
area of income tax service is currently subject to 
public consideration, and whereas the account- 
ant has long occupied a position of trust and com- 
petence in that area, and whereas a fundamental 
step in the assessment of income taxes is the de- 
termination of income, and whereas the deter- 
mination of income is a process based upon ac- 
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counting principles and procedures, and whereas 
the development of accounting principles and 
procedures and the determination in income are 
matters of primary concern to teachers and 
others who are members of the Association, and 
whereas the objectives of the American Account- 
ing Association as stated in its bylaws are: 


1. To encourage and sponsor research in ac- 
counting and to publish or aid in the pub- 
lication of the results of research; 

2. To develop accounting principles and stand- 
ards, and to seek their endorsement or 
adoption by business enterprises, public 
and private accountants, and governmental 
bodies; 

. To promote studies of accounting as an 
agency of control of business enterprises 
and of economic affairs in general; 

4. To improve methods of instruction, and to 

demonstrate the social benefits of a more 
widespread knowledge of accounting: 


w 


Be it resolved: That the Executive Committee of 
the American Accounting Association affirms its 
belief that the function of the Accounting pro- 
fession as it has evolved over four decades in the 
area of income tax service is in the public interest 
and should be continued and strengthened. 


Copies of this resolution have been for- 
warded to the American Institute of Ac- 
countants and to The Under Secretary of 
the Treasury. 


COMMITTEE ON ACCOUNTING CONCEPTS 
AND STANDARDS 


This Committee, under the Chairman- 
ship of T. M. Hill, has been making every 
effort to complete all unfinished work in 
order to clear the way for an expanded 
committee to undertake in 1955 a general 
revision of the 1948 statement, “‘Account- 
ing Concepts and Standards Underlying 
Corporate Financial Statements.” 

The Committee has completed two state- 
ments—one, on consolidations, appears in 
this issue of THE ACCOUNTING REVIEW the 
other, on standards of disclosure, will 
appear in an early issue. The Committee 
reported at the close of the year that no 
unfinished business remains. 
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COMMITTEE ON COST ACCOUNTING CON- 
CEPTS AND STANDARDS 


This Committee, under the Chairman- 
ship of Norton M. Bedford, has been de- 
voting its efforts to formulate concepts 
underlying cost reports for management. 
Three drafts of a statement were prepared 
during 1954 and the third, still in tentative 
form, has been read with commendation by 
the Executive Committee. Work is con- 
tinuing on this report, and publication is 
expected in 1955. 


COMMITTEE ON MUNICIPAL ACCOUNTING 


This Committee, under the Chairman- 
ship of F. H. Elwell, serves a liaison func- 
tion with the National Committee on 
Governmental Accounting of the Munic- 
ipal Finance Officers Association of the 
United States and Canada. 


COMMITTEE ON REGIONAL MEETINGS— 
SOUTHEASTERN GROUP 


The Southeastern group, under the 
Chairmanship of James S. Lanham, spon- 
sored a meeting at the University of 
Florida on May 7 and 8, attended by 
approximately ninety teachers and prac- 
titioners. This was a well-organized, stim- 
ulating meeting with good papers and 
discussion. 


COMMITTEE ON NOMINATIONS 


The nominees of the Committee were pre- 
sented and elected at the Annual Conven- 
tion at the University of Illinois and have 
been previously reported by the Secretary 
in the January, 1955 issue of THE Ac- 
COUNTING REVIEW. T. W. Leland served as 
Chairman of the Committee. 


MEMBERSHIP COMMITTEE 


This Committee, under the Chairman- 
ship of James S. Schindler, did a magnif- 
icent job in 1954. Almost 1,000 new mem- 
bers joined the Association, bringing our 


4 
a 
| 
1e 
t- 
a i 
al 
c 


328 The Accounting Reriew 


total membership to well over 5,000. In 
addition, the numbers of Associate Mem- 
berships have continued to increase, a 
most encouraging note. 

The roster of accounting teachers has 
been substantially completed and has 
been used as the basis for inviting addi- 
tional teachers to become Association 
members. 

Experiments were also begun in Ohio, 
North Carolina, Alabama, and Florida to 
determine the feasibility of obtaining 
wider circulation of THE ACCOUNTING RE- 
VIEW on a subscription basis. It is too 
early to determine the success of these 
efforts. 


COMMITTEE ON EDUCATION 


The Association’s Committee on Edu- 
cation operated for the second year under a 
plan adopted in general outline in 1952 
and first put into effect in 1953. Under 
the Chairmanship of Robert E. Walden, 
seven task committees were appointed to 
consider specified areas of importance to 
accounting education. The Chairman of 
each Task Committee served as a member 
of the Education Committee, thus pro- 
viding a method of integrating the activ- 
ities of the combined committee structure. 

Plans for the individual task com- 
mittees, and reports and recommenda- 
tions of such committees, were considered 
by the Education Committee before pre- 
sentation to the Executive Committee. 
In addition, the Education Committee 
presented recommendations, in its report 
of November 30, 1954, on the following 
subjects: 


1. Task committee personnel; j 
“ 2. Inclusion in the program of the 1955 Annual 
Meeting of a session on selection of per- 
sonnel; 
3. Need of a task committee to study the 
future problems of demand and supply of 
accounting teachers. 


CPA Examinations 


The major project of this Task Com- 
mittee was to assist the American In- 
stitute of Accountants in preparing an in- 
formation booklet for CPA candidates. 
Our Task Committee prepared some of the 
material and reviewed the completed man- 
uscript. The booklet was published in 
November 1954, 


Internal Auditing 


The results of the two major projects 
undertaken by this Task Committee were 
published in the January, 1955 issue of 
THE ACCOUNTING REVIEW under the 
titles of ‘Internal Auditing Education in 
1954” and “Need for College Courses in 
Internal Auditing.” 


Faculty Residency and Internship 


This Task Committee worked closely 
during the year with the American In- 
stitute of Accountants in drafting a ‘“‘State- 
ment of Standards and Responsibilities 
under Internship Programs.” This “‘State- 
ment” under the joint sponsorship of the 
AIA and AAA Committees, appears in 
this issue of THE ACCOUNTING REVIEW and 
also in the April issue of the Journal of 
Accountancy. 


Selection of Personnel 


The Executive Committee has been con- 
sidering for a year or more the need for a 
pamphlet on the subject of accounting as a 
career. In April, 1954, the Executive Com- 
mittee requested the Task Committee on 
Selection of Personnel to prepare a manu- 
script on this subject. The manuscript is 
now in preparation. 


Visual Aids 


This Task Committee has been con- 
cerned with preparation of visual aid kits 
relating to specific subjects or courses, 
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and with a survey of availability of film 
strips or other visual aid materials prepared 
by industry or trade organizations, which 
might be suitable for classroom use. 


National Income Accounting 


Our Association has had a committee 
working in this general field for several 
years. For 1954, a Task Committee was 
assigned the specific task of surveying the 
field of national income or social account- 
ing to determine if there appear to be prob- 
lems which can best be studied by individ- 
uals trained in accounting. As the result 
of this survey, our Task Committee sel- 
lected two projects for particular study. 
Little has been done on the first—the uses 
made by business of national income data 
—pending completion of work already 
underway by other groups. The task Com- 
mittee has concentrated most of its atten- 
tion on the second project selected, the 
preparation of materials for use in teaching 
social accounting. Considerable progress 
has been made. 


Standards of Accounting Instruction 


This Task Committee has been pri- 
marily concerned with developing a ques- 
tionnaire for a survey of undergraduate 
curricula in accounting. The question- 
naire has been tested and the revised form 
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has been mailed to approximately 100 
universities and colleges. 


* * * 


It has been an honor and a privilege to 
serve the American Accounting Associa- 
tion as President during the past year, and 
a very great pleasure to be able to report 
the progress made during 1954. The com- 
pletion of my year of tenure has left only 
one regret and that is my inability to ex- 
press adequately my thanks and gratitude 
to the many members who have co- 
operated so enthusiastically and loyally. 
The hard-working members of the Execu- 
tive Committee and of the technical com- 
mittees, educational committees, the 
Membership and Nominating Committees 
and the splendid Arrangements Commit- 
tees, the many scores of members who 
helped to make possible the publication 
of THE ACCOUNTING REvIEw, and the 
speakers panel chairmen, and members 
who participated in the Annual Conven- 
tion, all deserve specific recognition and 
thanks. It is not possible to list all who 
contributed to the program of the Associa- 
tion in this manner—I can only say that 
without the help and support of these 
members and many others who equally 
deserve recognition and thanks, we could 
not have had the fine year we enjoyed. 


| 

4 


a 


AMERICAN ACCOUNTING ASSOCIATION 


REPORT ON EXAMINATION 
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CERTIFIED PUBLIC ACCOUNTANTS 
CoLumBus, OHIO 


q 

i 

| 


REPORT ON EXAMINATION 


OF RECORDS 


For the year ended December 31, 1954 


Executive Committee 
American Accounting Association 
Columbus, Ohio 


We have examined the consolidated 
blance sheet of the American Accounting 
Association as of December 31, 1954 and 
the related statements of income and net 
worth of the General Fund and Life Mem- 
bership Fund for the year then ended. Our 
examination was made in accordance with 
generally accepted auditing standards and 
accordingly included such tests of the 
accounting records and such other auditing 


procedures as we considered necessary in 
the circumstances. 

In our opinion, the accompanying con- 
solidated balance sheet and related state- 
ments of income and net worth present 
fairly the financial position of the Amer- 
ican Accounting Association at December 
31, 1954 and the results of its operations 
for the year then ended, in conformity 
with generally accepted principles of ac- 
counting applied on a basis consistent with 
that of the preceding year. 

BEYER & BRICKEY 
Certified Public Accountants 
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Report on Examination of Records 
AMERICAN ACCOUNTING ASSOCIATION 
Exhibit A—Consolidated Balance Sheet 
As at December 31, 1954 
Life 
Assets General Member- Combined 
Fund ship Funds 
Fund 
United States savings bonds 
Accounts receivable—miscellaneous................ceeccecceeceeeces $ 338.14 $ 354.60 $ 692.74 
Less: Allowance for doubtful accounts..................cceccceceeecs 8. 24.60 52.60 
Prepaid expense 
Insurance, stationery, postage, forms, and supplies.................. $ 317.43 $ — $ 317.43 
Office equipment (at nominal value)...................sceeecceeeees $ 1.00 $ — $ 1.00 
l Liabilities and Net Worth 
Accounts payable and accrued expense..................0eeecceeeees $ 4,825.88 $ 11.84 $ 4,837.72 
Collections received in advance 


See accompanying Notes to Financial Statements. 
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AMERICAN ACCOUNTING ASSOCIATION 


Exhibit B—Statement of Income—General Fund 
For the year ended December 31, 1954 


See accompanying Notes to Financial Statements. 


Income 
Expense 
Printing and mailing expense: 
Travel and meetings expense: 
Executive committee meetings.......... .... $ 2,670.88 
President’s travel expense.............. 354.09 
Committees: 
Accounting Concepts and Standards..... : 1,832.25 
Cost Accounting Concepts and Standards P 766.45 
Joint Committee on Education......... 573.95 
Task Committees on Education: 
Faculty Residency and Student Internships... . 409.66 
Standards of Accounting Instruction........ munca 248.00 
National Income Accounting. ... 128.50 
Selection of Personnel... .... 16.17 8,907.58 
Convention cost (net)...... 1,481.73 
Office expense (Note C)...... 1,986.73 
Provision for doubtful accounts..................... 28.00 38,829.98 
See accompanying Notes to Financial Statements. 
AMERICAN ACCOUNTING ASSOCIATION 
Exhibit C—Statement of Income—Life Membership Fund 
For the year ended December 31, 1954 
Income 
Sales of Paton and Littleton $1,351.04 
Expense 
Storing, mailing, and editorial cost of publications.........................00000e 317.33 
Salaries, office supplies, stationery, and other expense . 558.56 
Provision for doubtful accounts..................... 3.79 1,800.51 
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AMERICAN ACCOUNTING ASSOCIATION 


Exhibit D—Consolidated Analysis of Changes in Net Worth 
For the year ended December 31, 1954 


Life 
General -, Combined 
Fund Membership” Fund 

Net Income for the period (Exhibits B and C)...................0005 1,616.87 1,848.75 3,465.62 

Less: Expense (net) recognized during this period which related to opera- 

79.57 1.22 80.79 

Net Worth 31,1954 A)... $15,472.83 $6,524.51 $21,997.34 


See accompanying Notes to Financial Statements. 


NOTES TO FINANCIAL STATEMENTS 


A. During 1954 the Executive Committee of the Association authorized the expenditure of $1,500 plus expenses 
of up to $500 for the preparation of a volume of readings on cost accounting. This volume was in the 
stages of completion at December 31, 1954; however, the amount of liability related to the completed portion 


could not be reasonably estimated as at that date. 


B. The negative cash amount in the Life Membership Fund is not a bank overdraft. Both funds are operated 


out of the same bank account. 


C. 


Salaries, Office supplies, stationery, and other expenses applicable to the office of the Association, together 


with the audit fee, were apportioned between the General Fund and the Life Membership Fund on the basis 


of the approximate ratio of the income of each fund to the total income of both funds. 
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THE TEACHERS’ CLINIC 


FRANK S. KAULBACK, JR. 


Eprror’s Nore: Many of the experienced teachers, as well as some of the new ones have developed devices 
and techniques for the presentation of certain of the knotty aspects of accounting, and it is felt that such sug- 
gestions might well be made available to the other members of the teaching profession through The Teachers’ Clinic, 
Accordingly, contributions are hereby invited. Please address all correspondence to Frank S. Kaulback, Jr., 
School of Commerce, University of Virginia, Charlottesville, Virginia. 


DIFFICULTIES WITH ADJUSTMENT COLUMNS—A SOLUTION 


Davip HARTMAN 
Grass Valley, California 


Accountants often use the horizontal 
form of working trial balance. Their choice 
of this form is frequently due to the 
limitations they find when using the ad- 
justment columns of the conventional form 
of this work sheet. 

Although the horizontal working trial 
balance has been a most helpful one, and 
it is not the purpose of this article in any 
way to depreciate its value, it should be 
pointed out that it is because very few 
textbooks on accounting or manuals on 
working papers have properly set forth 
the use of the adjustment columns of the 
conventional working trial balance, that 
accountants have been reluctant to use 
the latter form when its use would be ad- 
vantageous. Textbook illustrations of the 
entries in the adjustment columns of the 
conventional working trial balance usually 
show a few routine items which are of a 
very simple nature. As every accountant 
knows, some accounts may require half a 
dozen or more adjustments. 

With space in the adjustment columns 
for only one debit adjustment and another 
for a credit adjustment, the accountant 
usually endeavors to meet the situation by 
writing in two or three figures in a single 
space. All practitioners are all too familiar 
with the unsightly and confusing results 
of this practice. If the adjustments are 
few and the entries in the adjustment 

columns are not too intricate, the ac- 
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countant manages, somehow, to obtain 
his final adjusted figures. But suppose he 
has one or more accounts requiring five or 
six adjusting entries each; then he is ina 
muddle. 

It is because accountants are following 
an abbreviated procedure for the proper 
use of the adjustment columns of the con- 
ventional working trial balance that dif- 
ficulties arise. If all the steps were taken, 
all would be well. Properly, journal en- 
tries should be written out on two-column 
working paper forms, the entries being 
numbered as they are in a regular general 
journal. To other working paper designed 
to be used for general ledger accounts, 
these journal entries should then be posted. 
The resulting general ledger accounts 
should then be totaled and these totals 
carried over to the adjustment columns 
of the working trial balance. 

Accountants, however, have found that 
the foregoing full procedures take too 
much time; so they have abbreviated 
matters. Usually they write out the jour- 
nal entries, and then post them directly to 
the adjustment columns, with the result- 
ing confusion if there are numerous ad- 
justments to a single account. Some ac- 
countants do not go to the trouble of 
writing out their journal entries in regular 
form. They make entries directly in the 
adjustment columns, numbering them as 
they proceed, and possibly writing ex- 
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planations of these journal entries either 
on a separate sheet of work-paper or in 
the last three columns to the far right on 
the working trial balance. 

A procedure will now be described for 
the use of the adjustment columns of the 
conventional working trial balance that 
makes possible the avoidance of the un- 
workable practice of writing several ad- 
justments in one space, and also saves the 
time required to take all the steps for the 
intended use of the adjustment columns 
as previously discussed. 

Provide a sheet of eight-column work 
paper, 8411 or 83X14, depending on the 
the type of working paper you commonly 
use. Head this sheet ““T Accounts for Ad- 
justment Columns.” This sheet may be 
thought of as a sort of supplement to the 
adjustment columns. Also provide a sheet 
of lined work paper for journal entries. If 
the journal entries are not written out in 
full, at least write out the explanation of 
each entry, numbering each with the ad- 
justing entry number. 

Now proceed to prepare adjusting jour- 
nal entries and enter them directly in the 
adjustment columns, numbering each en- 
try in the customary manner as it is made 
and continuing until it is necessary to 
make a second entry in a space already 
used. Let us assume that you are now mak- 
ing entry No. 7, which is a $45.00 debit 
adjustment to accounts receivable, and 
you find that entry No. 3 for $200.00 al- 
ready appears in the debit space you need 
to use. Meet this problem in the following 
manner. On the eight-column sheet which 
you have prepared for ‘“T”’ Accounts, set 
up a “T” Account for “Accounts Re- 
ceivable,”” providing both debit and credit 
columns. Transfer entry No. 3 for $200.00 
appearing as a debit in the adjustment 
column opposite accounts receivable to 
the account you have just set up on the 
“T” Account Sheet. Number the entry 
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No. 3—the same as it was numbered in 
the adjustment column. Erase the $200.00 
appearing in the adjustment column and 
also the No. 3 reference number. In place 
of the No. 3 which you erased in the ad- 
justment column, place a small ““T” with 
a circle around it. Now post your entry 
No. 7 for $45.00 debit adjustment to the 
Accounts Receivable account on the “T” 
Account sheet, entering it in the debit 
column and numbering No. 7 (You now 
have two debit entries to Accounts Re- 
ceivable on the ‘“T’’ accounts sheet.) 

Proceed in this same manner with all 
other entries; whenever it is necessary to 
make a second adjustment for any ac- 
count for which the space has already been 
used in the adjustment column, set up a 
“T” account as just outlined. When all 
entries have been posted, total your ‘“T” 
accounts and transfer the totals to the 
proper spaces in the adjustment columns. 
(The circled “T’s” in the adjustment col- 
umns indicate where balances from the 
“T” account sheet are required.) This 
plan is very simple, requires very little 
more time, and makes possible the entering 
of an unlimited number of entries to any 
one account. 

In Exhibit “‘A”’ a sample working trial 
balance of the conventional type is illus- 
trated showing three accounts requiring 
several adjustments. The supplemental 
work sheet showing the ‘““T” Accounts is il- 
lustrated in Exhibit “B,” the journal entry 
explanations appearing in Exhibit “C.” 

To save time the foregoing plan can be 
modified somewhat. When the accountant 
knows before he makes his adjustments 
that he will have several adjusting entries 
for a particular account, he can post the 
first and succeeding entries for that ac- 
count directly to the “‘T” account sheet, 
putting the circled ‘“T”’ in the related ad- 
justment column when the first entry is 
made on the “‘T” account sheet. 


e 

or 

a 
1g 
er 

f. 

n 
ig 
al 
d 

S, | 
ts | 
ls | 

t 
00 
od 

to 

t- 

d- 

of 

ar 
he 

as 


The Accounting Review 


WORKING TRIAL BALANCE OF THE XYZ CO. 
DECEMBER 31, 1953 


Exhibit “A” 


(1) Charge sale to A. Black not entered. (12/31/53; #52,008) 
(2) Removing proprietor’s account from accounts receivable. 
(3) Writing off the following accounts as bad debts: 


J. Green.... 


$200.00 


Trial Balance Adjustments Adjusted Balances 
Dr. Cr. Dr. Ce. Dr. Cr. 
$ 1,000.00 $ $ 1,000.00 $ 
Accounts Receivable.. . 5,000.00 “T” $650.00 ‘“T” $500.00 5,150.00 
Bad Debt Reserve... .. 500.00 (3) 200.00 300.00 
Inventory.... ices 3,500.00 3,500.00 
Equipment........... 2,000.00 2,000.00 
Depreciation Reserve. 300.00 300.00 
Accounts Payable... . 1,500.00 (5) 225.00 1,725.00 
Purchases. 20,000.00 “T” 600.00 20,600. 
Sales..... 25,000.00 (1) 500.00 25,500.00 
Expenses 2,400. 52500 1,875.00 
Drawings..... S 1,000.00 (2) 300.00 1,300.00 
Capital Account. . 7,600.00 7,600.00 
Torat.... $34,900.00 $34,900.00 $1,750.00 $1,750.00 $35,425.00 $35,425.00 
Exhibit “B” 
“T” ACCOUNTS FOR ADJUSTMENTS COLUMNS 
Accounts Receivable Purchases 
Dr. wi Dr. Cr. 
(1) $500.00 (2) $300.00 (5) $225.00 
4 (4) 150.00 (3) 200.00 (6) 375.00 
$650.00 $500.00 $600.00 
Expenses 
(4) $150.00 
(6) 375.00 
$525 .00 
Exhibit “C” 


EXPLANATION OF ENTRIES IN ADJUSTMENT COLUMNS 


(4) Sales manual charged to expense in error—should have been to Accounts Receivable (C. Blue & Co.) 
(5) To enter the invoice of ABD & Co. 12/29/53—not in purchase journal. 
(6) To correct erroneous charging of invoice of DEF & Co. to expense—should have been to purchases. 
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THE STATEMENT OF REALIZATION AND LIQUIDATION 


V. G. EDMONDSON 
University of Oklahoma 


When a Receiver in Equity is appointed 
by the court to take charge of the affairs 
of an insolvent firm, an interesting ac- 
counting problem presents itself. This 
problem is the proper classification of the 
many kinds of transactions performed by 
the Receiver. 

Generally, operations are continued by 
the Receiver in an attempt to rehabilitate 
the business; also, partial liquidation may 
take place. If the Receiver finds that the 
concern cannot be operated on a sound 
financial basis, the next step is the orderly 
and complete liquidation of the firm. 

During the period of a “friendly receiv- 
ership” it is desirable to classify (1) the 
transactions pertaining to operations and 
(2) the transactions dealing with partial 
liquidation. Unless a clear-cut distinction 
is made between the results of operations 
and of partial liquidation, it may prove dif- 
ficult for the court to determine wisely the 
future of the organization. 

To report upon these two kinds of trans- 
actions, as well as to show the change in the 
Assets and Liabilities of the business dur- 
ing receivership, a Statement of Realiza- 
tion and Liquidation may be prepared. 

The various persons who have written 
accounting texts and other materials dis- 
cussing the subject of Equity Receiver- 
ships differ widely in the form used to re- 
port the information contained in the 
Statement of Realization and Liquidation. 
They also disagree in classifying the trans- 
actions during receivership; in fact, some 
authors make little if any distinction be- 
tween operations and partial liquidation. 

The purpose of this article is twofold: 
first, to present a form for the Statement 
of Realization and Liquidation which the 


author believes is an improvement over 
other forms; and second, to invite a study 
and comparison of the form suggested 
with the other forms which have been used 
in the past. 

For purposes of illustration, a satisfac- 
tory problem is the Tyler Trading Com- 
pany problem which was given in the 
November, 1944 Examination prepared 
by the American Institute of Accountants. 
The facts of this problem and the author’s 
solution (with explanatory footnotes) are 
as follows: 


THE TYLER TRADING COMPANY 


Prepare statement of realization and liq- 
uidation summarizing receiver’s transac- 
tions by setting forth his accountability 
at beginning of receivership, the opera- 
tions during receivership, and the condi- 
tion at the consummation of receivership. 

Prepare summary statement of assets 
and liabilities conveyed to company man- 
agement at termination of receivership 
period February 1, 1943 to January 31, 
1944, 

The Tyler Trading Company is on the 
verge of insolvency. Accordingly, a re- 
ceiver in equity, J. Thompson, is appointed 
by the court, to take legal possession of 
the company’s assets as of February 1, 
1943. A new set of books is opened by the 
receiver to reflect properly the transac- 
tions during the period of receivership. A 
proper segregation is to be made between 
transactions originating prior to and dur- 
ing the receivership. At January 31, 1944, 
the business was turned back to the com- 
pany. 

A post-closing trial balance of the com- 
pany on February 1, 1943, is as follows: 
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THE TYLER TRADING COMPANY 


Notes receivable 90 ,000 

Notes receivable discounted bag $ 10,000 

Accounts receivable 138,000 

Inventory.... 174,200 
Subscribers to capital stock 20,500 

U. S. government bonds 25,000 
Buildings... .. 121,400 
Prepaid insurance 1,400 

Deficit. . . 47 ,040 

Notes payable . 
Accrued interest on notes payable. 9, 800 
Accounts pyable.... . 296,000 
Mortgage payable on buildings. 60,000 
Accrued interest on mortgage payable... 1,200 


Common stock. . 100,000 
$668,540 $668,540 


The transactions during the year of receivership are summarized below: 


Cash Collections: 


. Notes receivable—old (gross $79,000 less written off $8,090) . . ate . $ 70,910 
Interest on notes receivable, including accrual of $3,000 4,400 
. Accounts receivable—old (gross $110,000 less discount $2, 000 and uncollectible accounts written off 
4 $3,500)... 104, 500 
Subscribers toc apital stock ($1, 000 uncollectible). . 19, 500 
. Securities considered worthless February 1, 1943 and not included in post- —— trial balance..... 4,700 
Receiver’s certificates issued, interest at 44%... . 120,000 
. Accounts receivable—new (gross $225,000 less discounts $10,600). . 214,400 
Interest on U. S. government bonds. 500 


sa? 


CasH COLLECTIONS. . . $538,910 


Cash payments: 

Notes receivable discounted, not paid wel makers (remaining $7,500 as of wend 1, 1943, aes by 

Notes payable—old. . 

Accounts payable- —old (retired at a discount of 10%). 

Accounts payable—old (retired at face amount)... .. 

Accounts payable—new (gross $124,000 less discount $2,000)............. 

Interest on notes payable, including accrual of $9,800... .. 

Interest on mortgage payable, including accrual of $1,200. NR he: 

Receiver’s fees. 


RD 


o 


| 
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Other transactions: 
Sales of merchandise (before discounts)............. $260, 
Purchases of merchandise (before 110 


Adjustments at January 31, 1944: 

Accrued taxes....... 3; 
Accrued interest on notes receivable. 

Provision for doubtful accounts—new accounts receivable.................... 4p ee 


Tora: 
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TYLER TRADING COMPANY 


STATEMENT OF REALIZATION AND LIQUIDATION FOR THE YEAR ENDED JANUARY 31, 1944 


Assets to be Realized: (F-1) 


Notes Receivable—old........ $ 90,000 
Less: Notes Receivable Dis- 


Notes Receivable—Net................. 
Accrued Interest on Notes Re- 


Accounts Receiv able—old. ; $138, 000 
Less: Reserve for Bad Debts.. 7,500 


Subscribers to ¢ ‘apital 
U. S. Government 


Less: Reserve for Depreciati 56,540 


Buildings—Book Value. . 
Securities (carried at no v: 


ToraL ASSETS TO BE REALIZED........... 


Assels Acquired: 
Accounts Receivable (Notes Dis- 


Accounts Receivable—new..... 260,000 
Accrued Interest on Notes Re- 

300 
Inventory (January 31, 1944)... 120,000 


Total Assets Acquired............... 
Gain on Realization of Assets 
(es)... ... 


ToraL AssETs. 


ASSETS 


Assets Realized: (F-2) 
Notes Receivable—old.................. 
Interest on Notes Receivable— 

Accounts Receivable—old. .. . . $110,000 
Less: Write-off of Bad Accounts 

3,500 


Subscribers to Capital Stock.............. 


Merchandise Inventory (Febru- 
Reserve for Bad Debts................... 


ASSETS REALIZED................ 
Assets Not Realized: 


Notes Receivable (old). ....... $ 1,000 
Accounts Receviable 

$ 30,500 
Less: Reserve for 

Bad Debts....... 4,000 26,500 
Accounts Receivable 

$ 35,000 
Less: Reserve for 

Bad Debts....... 800 34,200 
Accrued Interest on Notes Re- 

300 
Inventory (January 31, 1944).. 120,000 
U. S. Government Bonds...... 25,000 
Buildings.......... $121,400 
Less: Reserve for De- 

preciation....... 60, 140 61,260 
Prepaid Insurance............ 1,100 


TYLER TRADING COMPANY 
STATEMENT OF REALIZATION AND LIQUIDATION FOR FEBruary 1, 1943, To January 31, 1944 


Liabilities Liguidated: (F-4) 
Notes 
yo Payable—old (Book Value 


LIABILITIES 


Liabilities to be Liquidated: 
Notes: 
Accrued Interest on Notes Payable....... 
Accounts Payable—old.................. 
Mortgage Payable on Buildings.......... 
Accrued Interest on Mortgage Payable... . 


Total Liabilities to be Liquidated..... 


341 
000 
$ 70,910 
| 
3,000 
106, 500 
3,000 
4,700 
Accounts Receivable—New.............. 225,000 
| 130,500 
) 174, 200 174,200 
20,500 800 
25 ,000 eserve ior Depreciation 0} 
3,600 
300 
— 64,860 
1,400 
), 
4,700 
Total Assets Not Realized........... $269,360 
| Loss on Realization of Assets 
9,090 
| 
$ 65,200 $127,500 
9,800 
45 ,000 296 ,000 
Accounts Payable—old (Book Value 60,000 
Accounts Payable—new... . 
Interest on Notes Payable—old.......... 9,800 
‘ Interest on Mortgage Payable............ 1,200 
Receivers’ Certificates 40,000 
Total Liabilities Liquidated.......... $495,200 Dn $494,500 


ace 
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Totals Fwd. $495 , 200 $494, 500 
Liabilities Not Liquidated: Liabilities Assumed: 
Notes Payable—old........ $62 , 300 Receiver’s Certificates Payable. $120,000 
Accounts Payable—old..... 36,000 Accounts Payable—new....... 156,000 
Mortgage Payable on Buildings 60,000 3,700 
Receiver’s Certificates eg able 80,000 Accrued Interest on Notes Pay- 
Accounts Payable—new. . 32,000 2,800 
3,700 Accrued Interest on Mortgage 
Accrued Interest on Notes Pay- ae ee 1,200 
2,800 
Accrued Interest on Mortgage Total Liabilities Assumed............ 283 ,700 
Total Liabilities Not Liqui- 
278,000 
Gain on Liquidation of Accounts 
Payable—old (F-5) . 5,000 
Tota LIABILITIES $778,200 Torat LIABILITIES........ $778,200 
TYLER TRADING COMPANY 
STATEMENT OF REALIZATION AND LIQUIDATION FOR FEBRUARY 1, 1943 To JaNuARY 31, 1944 
Realization Profit and Loss 
Charges Credits 
Loss on Notes Receivable—old S Gam on $ 4,700.00 
Loss on Subscribers to Capital Stock... . 1 000. 00 Gain on Accounts Payable—old....... 5,000.00 
Interest on Receiver’s Certificates. .... 5, 810.00 
Receivers Fees—Allocated $4,000 to 
Realization Profit and Loss and $4,000 
to Operating Profit and Loss. . é 4,000.00 Net Loss on Realization.......... 9,200.00 
Operating Profit and Loss (F-6) 
Charges Credits 
Inventory (February 1, 1943) $260 ,000.00 
Selling Expenses 33,000.00 Interest on Notes Receivable......... 1,400.00 
General Expenses... 13,000.00 Interest on U. S. Government Bonds... 500.00 
Depreciation of Buildings 3,600.00 Discount on Accounts Payable—new... 2,000.00 
Saar 3,700.00 Accrued Interest on Notes Receivable. . 300.00 
Bad Debts Expense... 800.00 
Insurance Expired. 300.00 
Receiver’s ; Fees (Allocated $4, 000 to 
Realization, and $4,000 to Operating, 
Profit and Loss) 4,000.00 
Discount on Accounts Receivable—old . 2,000.00 
Discount on Accounts Receivable—new . 10,600.00 
Interest on Notes Payable—old....... 1,200.00 
Interest on Mortgage Payable......... 1,400 .00 
Interest on Notes Payable—old. . 2, 800.00 
Interest on Mortgage Payable 1,200.00 
Total Charges....... $361 , 800.00 $384, 200.00 
Net Profit on Operations. . 22,400.00 
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TYLER TRADING COMPANY 
BALANCE SHEET AS OF JANUARY 31, 1944 


Cash: Balanace as of February 1, 1943. . 
Cash Collection during Receivership........... 


Balance as of January 31, 1944. 
Notes Receivable—old 
Accounts Receivable—old. . 
Less: Reserve for Bad Debts 


Accounts Receivable—new.. . 
Less: Reserve for Bad Debts..... 


Accrued Interest on Notes Receivable 
Inventory (January 31, 1944) 

U. S. Government Bonds. 

Buildings... ... 

Less: Reserve for Depreciation 


Prepaid Insurance. 


Torat ASSETS. . 


Notes Payable—old. .. 


Accounts Payable—old. .. 


Mortgage Payable on Buildings Loe 


Receiver’s Certificates Payable... . 
Accounts Payable—new. 


ASSETS 


Accrued Interest on Mortgage Payable. . “ind 


Toran LIABILITIES....... 


Add: Net Loss on Realization. . niet 


Less: Net Profit on Operations. . . 


Deficit as of January 31, 1944... 


Total Net Worth......... 


Torar LIABILITIES AND Net WortTH..... 


$ 48,000.00 
538,910.00 
$586,910.00 
512,110.00 
$ 74,800.00 
1,000.00 
$ 30,500.00 
4,000.00 26,500.00 
$ 35,000.00 
300.00 34,200.00 
300.00 
120.000.00 
25,000.00 
$121, 400.00 
60,140.00 61,260.00 
1,100.00 
$ 62,300.00 
36,000.00 
60,000.00 
80,000.00 
32,000.00 
3,700.00 
2,300.00 
1,200.00 
$278,000.00 
$100,000.00 
$ 47,040.00 
200.00 
$ 56,240.00 
22,400.00 
33,840.00 
$344, 160.00 


F-1: Non-cash assets listed at book value. 
F-2: In general, the exact amount realized by sale or collection and/or through operations is shown, rather than 
the book value of the asset. An exception appears in the case of accounts receivable which were affected by a 
cash discount and by a write-off of Bad Accounts to the Reserve for Doubtful Accounts. 
F.3: The Total Gain on Realization of Assets and the Total Loss on Realization of Assets is given to balance the 


Asset section. The detail of each total is carried in the section for Realization Profit and Loss. 


F-4: In general, the amount paid in liquidation of liabilities is shown, as illustrated by the Accounts Payable—old, 
which were retired at a discount of 10 per cent. An exception appears in the case of Accounts Payable paid 


with the customary cash discount. 


F-5: The Total Gain on the Liquidation of Liabilities appears as the balancing figure in the Liabilities section. 


The detail of this total is found in the Realization Profit and Loss 


Section. 


F-6: The accrual basis of accounting is used to classify the items in the Operating Profit and Loss section. By using 
this basis to record the income earned, and the costs and expenses incurred in the operation of the business, 


the court will have a more accurate picture of the earning power of the concern. 


343 
Cash Payments during Receivership....... 
00 
LIABILITIES 
Accrued Taxes........... 
NET WORTH 
Deficit as of February 1, 1943 
00 
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Other solutions of the Tyler Trading 
Company problem can be found in the 
following materials: 


1. Journal of Accountancy: April, 1945 

2. ACCOUNTING Review: April, 1945 

3. Advanced Accounting (Text) by New- 
love and Garner (Heath Accounting 
Series) pp. 94, 95, and 96; also pp. 
100 and 101. 


Furthermore, an additional study of the 
Statement of Realization and Liquidation 
in the standard college texts will reveal 
the many forms available in preparing a 
Statement of Realization and Liquidation, 

It would be gratifying to see more agree- 
ment on basic principles and statement 
preparation develop in this very important 
area of accounting. 


PRIORITY PROGRAM APPROACH TO PARTNERSHIP 
LIQUIDATION BY INSTALLMENTS 


Harry SIMONS 
University of California, Los Angeles 


When cash is to be distributed to part- 
ners as it becomes available during the 
course of liquidation, the sum that will be 
realized on unsold assets is unknown and 
the amount of the loss that partners will 
be called upon to bear in the future is like- 
wise unknown. It is fully recognized that, 
under these circumstances, the appropriate 
distribution of cash calls for a procedure 
that will bring partners’ equities in the 
firm into the profit-and-loss ratio at the 
earliest possible point. Once the profit- 
and-loss ratio is achieved, further cash 
distributions to partners can be made in 
this ratio, and equities will remain in the 
profit-and-loss ratio and thus will be able 
to absorb any future charges emerging 
from liquidation. Only such a procedure 
avoids the possibility of overpayment to 
certain partners and underpayment to 
others, no matter what contingencies may 
be faced in the future. 

In determining how cash is to be divided 
among partners, the conventional ac- 
counting approach is to regard any distrib- 
utable cash as though it were the last to 
be made available to partners. This in- 
volves the following assumptions: (a) that 
all remaining assets are worthless and will 
emerge as a complete loss, and (b) that 
any presently deficient partners or part- 


ners who may become deficient as a result 
of the loss of all remaining assets will be 
unable to meet their indebtedness to the 
firm, such deficiencies requiring absorp- 
tion by remaining solvent partners. When- 
ever cash is distributed, a schedule is pre- 
pared to give effect to the foregoing as- 
sumptions. Such schedule involves a rec- 
ognition of partners’ present equities and 
the portions of the equities that must be 
restricted to absorb the charges occasioned 
by a loss on remaining assets and the 
charges emerging from any capital defi- 
ciencies. The differences between present 
equities and assumed losses are the “free 
equities” or those balances that may prop- 
erly be paid off. 

While a procedure calling for the as- 
sumption that each distribution of cash is 
the last does provide a vehicle for the de- 
velopment of cash distributions that move 
partners’ equities to the profit-and-loss 
ratio as directly as possible, such procedure 
may be considered subject to certain the- 
oretical and practical limitations: 

The basis on which the distribution is devel- 
oped is a fiction. A total loss on remaining assets 
and failure of deficient partners or potentially 
deficient partners to make appropriate settle 
ment with the firm is hardly ever actually con- 


templated. Even cash that is temporarily with- 
held from distribution must be regarded as a loss 
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for purposes of a proposed distribution. In view 
of the fact that a fiction is involved in the dis- 
tribution, obviously considerations of a future 
loss should not find their way into the accounts. 

A schedule must be developed for each pro- 
posed distribution of cash as long as the profit 
and loss ratio between partners’ equities has not 
been achieved. This may mean repeated con- 
siderations of total losses on remaining assets 
and losses on deficient or potentially deficient 
partners. 

An alternative approach may be taken 
in the development of cash distributions, 
that avoids the limitations that are inher- 
ent in the conventional procedure. Such 
an alternative is based directly on the 
need for reducing equities to the profit- 
and-loss ratio as soon as possible. Two 
steps are involved in such a procedure: 
(1) Preparation is required of a program 
of priorities for the distribution of cash 
that will bring the partners’ equities into 
the profit-and-loss ratio. (2) Installment 
distributions are developed by relating 
distributable cash balances with the pri- 
orities established in (1). 

In the development of a program of 
priorities for cash distribution, the maxi- 
mum loss that each partner can absorb in 
terms of his present respective equity in 
the firm must first be calculated. As cash 
is to become available, it should be applied 
in a manner that will bring the partners’ 
equities ever closer to the point where 
they can absorb the same loss. The equity 
that can absorb the greatest loss, then, is 
the first to be paid. When the latter bal- 
ance is brought into agreement with the 
next highest loss-absorbing equity, cash 
may be applied to the two equities. Cash 
is applied to the two equities until they 
are brought into agreement with the third 
highest loss-absorbing equity, etc. When 
all equities are in agreement in terms of 
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their ability to absorb losses, further cash 
distributions can be made in the profit- 
and-loss ratio. 

Application of the foregoing is illus- 
trated in the following example. Assume 
that X, Y, and Z are partners who share 
profits and losses 25 per cent, 25 per cent 
and 50 per cent respectively. The position 
of the partnership before liquidation is as 
follows: 


Assets Equities 
Non-Cash Assets $80,000 Y,Loan...... 


$ 5,000 
10,000 
X, Capital 10,000 
Y, Capital 15,000 
Z, Capital.... 40,000 
$80 ,000 


The maximum loss that can be absorbed 
by X, Y, and Z is calculated as follows: 
Firm Equity 
Part- (Sumof  Profit- 


ner Loanand and-Loss 
i Ratio 


Ability to Absorb 
Parinership Losses 


X $10,000 25% 
Y $20,000 25% 
Z $50,000 50% 


$10,000+25, or $ 40,000 
$20,000 +25, or $ 80,000 
$50,000 + 50, or $100,000 

A schedule of payments can now be de- 
veloped. Partner Z is entitled to first cash; 
his equity in the firm may be reduced by 
payments to the point where the absorba- 
ble loss identified with his equity is no 
more than that relating to partner Y’s 
balance. At this point, cash may be dis- 
tributed to both Y and Z; capitals of Y 
and Z may be reduced by payments to the 
point where the absorbable loss in each of 
their equities is no more than that relating 
to partner X’s balance. When this point is 
reached, partners’ equities will be in the 
profit-and-loss ratio, and further cash dis- 
tributions are properly made in this ratio. 
The payments schedule may be developed 
as follows: 
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PROGRAM OF PRIORITIES FOR CASH DISTRIBUTION 
Loss-Absorption Balances Payments 
X (25%) Y (25%) Z (50%) X Y Z 
Extent of Loss Absorption................... $40,000 $80,000 $100,000 
Step I Allocation: 
ash to Z, to reduce loss-absorption balance 
to total reported for Y: reduction in loss- 
absorption balance for Z of $20,000 requires 
payment of 50% of $20,000 or $10,000...... — 20,000 $10,000 
$40,000 $80,000 $80,000 
Step IT: Allocation: 
Cash to Y and Z, to reduce loss-absorption 
balances to total reported for X: reduction in 
loss-absorption balances for X and Y of 
$40,000 requires payments as follows: 
To Y, 25% of $40,000 or....... $10,000 
To Z, 50% of $40,000 or....... $20,000 
$30,000 —40,000 —40,000 $10,000 $20,000 
$40,000 $40,000 $40,000 $10,000 $30,000 


Step IIT: Allocation: 


Loss-absorption balances are now the same—further cash distributions may be made to X, Y, and Z in the profit- 


and-loss ratio. 


The foregoing may be summarized as 
follows: 


1. The first $10,000 of available cash should be paid 
to Z. 

2. The next $30,000 of available cash should be 
distributed to Y and Z in the ratio of 25:50, or 
4 and # respectively. 

3. Cash distributions in excess of $40,000 should be 
distributed to X, Y, and Z in the profit-and-loss 
ratio of 25:25:50, or 3, 3, and 4 respectively. 


In applying this program, assume that 


assets of the firm X, Y, and Z are disposed 
of in three lots and cash is distributed im- 
mediately upon becoming available. The 
following installments are paid: 


$ 8,000 


Installment distributions may be de- 
veloped as follows: 


X, Y, AND Z 
ALLOCATION OF CASH IN ACCORDANCE WITH PROGRAM OF PRIORITIES FOR CASH DISTRIBUTION 


First Installment, $8,000: 
Step I Allocation— 


Amount payable herewith.......... 


Balance—StepI........... 


Second Installment, $21,500: 
Step I Allocation— 
Balance payable to Z herewith 


Step IT Allocation— 
Payable to Y and Z, 25:50... 
Amount payable herewith. . 


Balance-Step II......... 


x Y 
(25%) (25%) (50%) 


$10,000 
000 8,000 
$ 2,000 $ 8,000 
$ 2,000 $ 2,000 
$30,000 
19,500 $6,500 $13,000 
$10,500 $6,500 $15,000 
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Third Installment, $16,000: 
Step II Allocation— 
Balance payable to Y and Z, 25:50 herewith.................... $10,500 $3,500 $ 7,000 


Step III Allocation— 
All cash distributable to X, Y, and Z in profit-and-loss ratio, 


$1,375 $4,875 $ 9,750 


Assuming the foregoing distributions, X, Y, and Z covering the period of dissolu- 
a statement of liquidation for the firm of tion would be as follows: 


X, Y, AND Z 


STATEMENT OF LIQUIDATION! 


Cash Non-Cash 2, x, 
Assets Loan Loan Capital Capital Captial 
Balances before liquidation. ..... $80,000 $5,000 $10,000 $10,000 $15,000 $40,000 
$ 8,000  —8,000 
$ 8,000 $72,000 $5,000 $10,000 $10,000 $15,000 $40,000 
First Installment to partners..... —8,000 —8, 
$72,000 $5,000 $2,000 $10,000 $15,000 $40,000 
$21,500 $50,500 $5,000 $2,000 $10,000 $15,000 $40,000 
Second Installment to partners... —21,500 —5,000 —2,000 —1,500 —13,000 
$50, 500 $10,000 $13,500 $27,000 
$16,000 $34,500 $10,000 $13,500 $27,000 
Third Installment to partners.... $16,000 —1,375  —4,875  —9,750 
$34,500 $ 8,625 $8,625 $17,250 
Loss on remaining asset balances 
distributed in profit-and-loss 
— 34,500 —8,625 -—8,625 —17,250 


‘It is assumed that the loss or gain on the realization of assets is not known until all of the assets are sold; at 
that time the difference between the book value of the assets and the total amount realized from their sale is recog- 
nized as the loss or gain from liquidation and applied to the capital accounts. The recognition currently of any loss 
or gain on realization of assets would have no effect on the cash distributions, since any change in capitals that is 
applied in the profit-and-loss ratio would still need to be accompanied by a distribution procedure that ultimately 
brings equities into the profit-and-loss ratio. 


The preparation of a program of pay-_ in terms of fundamental logic; it requires 
ment priorities and the determination of a minimum of routine in its application. 
cash distributions in accordance with such It would appear that any full description 
a program as illustrated is a direct expres- of the problem of cash distributions to 
sion of the fundamental objectives in- partners on an instalment basis might 
volved in such distributions. This pro- well include a consideration of the priority 
cedure may claim advantages on both the- program procedure. 
oretical and practical grounds: it is sound 
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COST ACCOUNTANT AND INDUSTRIAL ENGINEER 


PauL J. LATZER 
Rider College 


Daily, these two professions work side 
by side, gathering and analyzing manu- 
facturing cost data. Under the circum- 
stances, it would appear that cost ac- 
countants might display more interest in 
the work of industrial engineers than is 
commonly the case, especially as such in- 
difference may be injurious not only to 
employers, but to themselves. 

The situation probably arises, in the 
first place, from the nature of the profes- 
sional training in undergraduate account- 
ing schools, which usually offer little or no 
study in engineering functions. As a mat- 
ter of fact, about half of even the newer 
cost accounting texts all but ignore the 
subject, while the rest dismiss it with 
a paragraph or two to the effect that time- 
study is useful in the setting of individ- 
ual production standards and job analysis. 
That is certainly true, but it is a gross un- 
derstatement of the work of the time- 
study analyst, whose studies include every 
aspect of industrial operations. 

It is important to note, however, that 
the disinterest of the cost accountant in 
the work of his engineering colleague is 
not at all reciprocated by the latter. The 
reason: the curricula of industrial engi- 
neering schools include study of the princi- 
ples of both general and cost accounting, 
so that the engineering graduate is fairly 
well versed in costing principles from every 
angle. 

Of greatest significance, however, is the 
attitude of management writers. Year by 
year, as improvement in manufacturing 
techniques continues, these writers, wheth- 
er in periodicals or textbooks, devote de- 
creasing space to the accounting view on 
costs, and more to the engineering view- 
point: statistical quality controls, opera- 


tions research, inventory control, time and 
motion study, production control, and so 
on. Indeed, one may look in vain at issue 
after issue of industrial management peri- 
odicals for any discussion of cost account- 
ing, as attention is centered on the newer 
engineering methods for cost reduction. 

The result is apparent in the latest de- 
velopment in the field, the coordinated 
cost-control department, combining plant 
accounting and industrial engineering. 
But it is significant that the department 
head is always an engineer, the account- 
ants always junior members of the team. 

It would be well, under the circum- 
stances, to compare the engineer’s analy- 
sis of costs with the time-honored trilogy 
of labor-material-burden. The engineer 
divides manufacturing procedures (indi- 
vidual, departmental, or plant-wide) typi- 
cally into four categories: 


Operation—Work which changes the form of 
the material in process. 

Inspection—Examination of work for quan- 
tity or quality. 

Storage or Delay—lIdleness of men, materials, 
or machines as they await further operations. 

Transportation—Movement of men, tools, or 
work from one place to another, without 
adding value to materials. 


Thus, when an operator carries a piece 
of work from a rack to his bench, the arti- 
cle has been transported at a certain cost 
without improvement of value; as it is put 
down for a few seconds while the machine 
is adjusted, it has been placed in tempo- 
rary storage. When the operator drills the 
material, it has undergone an operation, 
and when he examines it for completeness, 
it has undergone inspection. 

On a plant-wide level, there may, of 
course, be a material handling depart- 
ment, charged with the transportation 
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function, a stores department charged 
with the storage function, a quality control 
department to exercise the inspection func- 
tion, and a production department for 
operation. 

Whether studying the individual worker 
by stopwatch analysis or operator chart, 
or diagramming material flow through the 
plant, the motion analyst is acutely con- 
scious, above all, of MATERIAL HAN- 
DLING methods. The reason is plain: 
It is estimated that about 30 per cent of 
the total time required in production in 
American factories is expended in moving 
and handling operations. Again, it is esti- 
mated that manufacturers in the United 
States pay for moving materials within 
their plants 80 per cent of what they pay 
for freight, express, and parcel-post han- 
dling. It is not surprising that of the in- 
vestment in equipment, 40 per cent may 
be for material handling devices. Let us 
look at a typical report by one observer: 

In a certain large company making 
automobile tires, the material was picked 
up and put down seventy times, mostly by 
“production” workers, in the course of 
making one tire. In a competing company 
the material was picked up and put down 
over 140 times before the tire was finished. 
On every tire made, the cost to the first 
concern was almost seven minutes of labor 
time for picking up and putting down ma- 
terials. At a cost of approximately 20¢ a 
tire, this company, making over 25,000 
tires a day, spent over $5,000 daily for this 
picking up and putting down. Undoubted- 
ly, these amounts are not shown on the 
books, because most of it was done by 
“productive” direct labor. 

But the modern concern which does not 
compute its material handling costs ig- 
nores the matter at its peril. Only about a 
year ago, one of the country’s largest doll 
manufacturers was forced to stop opera- 
tions, with the announcement that it had 
been discovered (though not by the cost 


accountants) that its handling equipment 
was obsolete; pending modernization, it 
could not continue in competitive produc- 
tion. 

In recognition of the importance of this 
topic, for example, the Ford Motor Co. has 
instituted a new production concept, 
AUTOMATION, to provide automatic 
handling of parts in progressive produc- 
tion processes. Under methods hitherto 
used, two men at each press handled each 
part before and after the actual stamping 
operation. Today, the same job is done 
with mechanical fingers handling the parts 
between presses. 

The second element in the analysis, 
Storage or Delay, is another vicious killer 
of profits, for materials standing around 
in “banks,”’ employees awaiting supplies, 
or machines idle at intervals, gather over- 
head costs rapidly. That this can be ex- 
pensive is evident from the fact that store- 
room costs are due entirely to this element. 
Further indication of its importance is the 
fact that when a manufacturer has con- 
sidered expansion, the cost of an additional 
building has often been saved by providing 
for overhead or conveyor materia] han- 
dling to eliminate storage banks and aisles. 
This frequently has saved enough floor 
space for expanded production needs. 

Again, in the matter of inspection, the 
traditional ‘‘pass or reject”’ practices are 
being revolutionized by modern statistical 
quality control. This is intended to mini- 
mize time expended on inspections, at the 
same time affording much greater cer- 
tainty and fewer rejects. In other words, 
defective work is anticipated by charting 
the characteristics of pieces as they are in- 
spected. Thus, a control chart for a certain 
operation may show a part within the 
limits of tolerance at 9 A.M., a second in- 
spection at 10 A.M. may still show it passa- 
ble, but slightly larger; the 11 A.M. inspec- 
tion may show it still within control limits, 
but again a little larger. Now it becomes 
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apparent from the direction of the curve 
trend that the next inspection may disclose 
the piece too large for specifications. Be- 
fore this happens, the foreman is notified 
of the tendency, and the increasingly de- 
fective operation corrected before a bad 
piece must actually be rejected. 

Even in the matter of Operations which 
add value to materials, the time-study man 
is not satisfied, for as we have seen, the 
“productive” worker himself may spend 
much time transporting, or otherwise per- 
mit material or machine to be frequently 
idle. Even the most cursory analysis dis- 
closes this: most tasks may be broken 
down into three phases, GET READY, 
DO, and CLEAN UP or PUT AWAY. 
So we see at once that only the middle 
phase, actual performance, is maximally 
useful. Skilled, highly paid workers, for 
example, need not necessarily perform all 
three phases. 

By such means, by careful analysis of 
the costs of the various types of move- 
ments, and of delays, industrial engineers 
have been largely instrumental in making 
American industry the most efficient on 
earth. But the point is: the long established 
material-burden-direct labor breakdown 
does not furnish all the cost information 
the modern manufacturer must have if he 
is to stay in business under competitive 
conditions. 

For the larger industry, the problem is 
being solved by the coordinated cost de- 
partment, as has been mentioned. Here 
the continuous recording procedures of the 
accountant, by which any change in costs 
is noted, can be combined with the correc- 


tive periodic analyses of the industrial 
engineer. But the situation is still critical 
with the small manufacturer. 

As a rule, the services of the cost ac- 
countant are properly considered indis- 
pensable in the keeping of records, distri- 
bution of overhead, allocation of costs to 
jobs or processes, and so on, and the smal- 
ler manufacturer is more likely to have on 
his payroll a cost accountant than an in- 
dustrial engineer. Under the circum- 
stances, the accountant who is not familiar 
with at least the principal procedures of the 
time-study analyst may find he has be- 
come a sort of glorified clerk, unable to 
furnish his employer vital cost data. In- 
deed, he may find that the foremen, who 
are now commonly taking supervisory 
courses which include cost control, may 
know more of certain phases of the subject 
than the plant accountant. 

The matter can be remedied by ac- 
countants taking the short, intensive 
work simplification courses now being of- 
fered as a regular part of in-plant training 
by many manufacturers, or at local col- 
leges. Further, it is to be hoped that writers 
on cost accounting will devote greatly in- 
creased attention to engineering cost an- 
alyses, and that college accounting courses 
will include methods work. 

It is obviously not practicable for the 
cost accountant to take on the role of time- 
study engineer, production control man- 
ager or quality control director—but the 
principal tools with which such men deal 
are far too vital to be further ignored in 
cost control. 
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A Department for Students of Accounting 
Henry T. CHAMBERLAIN 
ri- 
to HE following problems were prepared by the Board of Examiners of the American 
i. Institute of Accountants and were presented as the second half of the C.P.A. 
in Examination in accounting practice on November 4, 1954. The candidates were 
* required to solve problems 1 and 2 and either problem 3 or problem 4. The total weight 
“4 assigned to this section of the examination was 50 points and the examiners point out 
wi that the suggested time allowances for each problem are closely proportional to the 
* point values of the various problems. 
e- Number 1 (Estimated time—30 to 50 minutes) 
to 
ng Adams keeps his books on a cash basis. On February 28, 1954, he sold an apartment 
“i house, which he had purchased for $75,000 in June 1937, to Baker for $135,000. On 
cy Adams’ books the accumulated depreciation to the date of the sale was $32,500. 
= The escrow statements applicable to the buyer and the seller are shown below: 
ct SELLER’S ESCROW STATEMENT 
Fidelity Title and Insurance Co. 
Escrow #32049, February 28, 1954— 
ve Drawing deed and recording. ..... 4.50 
of- Taxes, second installment 1953-54 for period 1/1 to 2/28/54—accrued and un- 
Prorata rent........ 327.50 
‘he 
1e- BUYER’S ESCROW STATEMENT 
Fidelity Title and Insurance Co. 
in- Escrow #32049, February 28, 1954— 
Taxes, second installment 200 .00 
You are required: 
a. To prepare a journal entry to record the transaction on Adams’ books. 
b. To prepare a journal entry to record the purchase on Baker’s books. 


c. To prepare a schedule showing the gain to be reported by Adams for federal income tax purposes. 
351 
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Number 2 (Estimated time—100 to 130 minutes) 
GENERAL INSTRUCTIONS 


For each of these “multiple-choice’”’ questions five “answers” are listed. You are to 
select the one correct answer for each question and to indicate your choice by placing an 
X in the appropriate space on the printed answer sheet. 

Since the questions generally are concerned with details of the items in financial 
statements, the use of working papers, skeleton ledger accounts or organized, but in- 
formal, calculations will prove helpful. However, you need not offer any formal support 
for your answers. The grade will be based on the number of correct answers. 


QUESTIONS 


For each item in questions 1 through 6, indicate whether, in preparing the December 
31, 1953 bank reconciliation in a form which will reconcile both the check book balance 
and the balance per bank statement with the correct “‘cash-in-bank” balance for finan- 
cial statement purposes, you should: 


a. Add it to the check book balance. 

b. Deduct it from the check book balance. 

c. Add it to the bank statement balance. 

d. Deduct it from the bank statement balance. 
. Exclude it from the reconciliation. 


ITEM 


1. Bank service charges of $10. 

2. The credit of $150 semi-annual interest on pledged bonds. 
3. The charge of $92 for “NSF” check. 

4, The checks outstanding as of December 31, 1953. 

5. The $827 deposit not shown on bank statement. 

6: The $2,925 proceeds of the bank loan. 


For questions 7 through 23, the ranges given do mot include the figures specified. For 
example, 7(a) includes $7,086 through $7,094 but not $7,085 or $7,095. 

Questions 7 through 12 refer to the presentation of items on the firm’s balance sheet 
as of December 31, 1953. 


7. The correct fotal cash balance for balance sheet presentation is: 


a. Between $7,085 and $7,095. d. Between $10,100 and $10,110. 
b. Between $7,175 and $7,185. e. Some other figure. 
c. Between $10,005 and $10,015. 


8. The amount of accounts receivable—trade (net) is: 


a. Between $6,505 and $6,515. d. Between $6,905 and $6,915. 
b. Between $6,595 and $6,605. e. Some other figure. 
c. Between $6,815 and $6,825 


9. The amount of accrued interest receivable is: 


a. Zero. d. Between $185 and $195. 
b. Between $10 and $20. e. Some other figure. 
c. Between $35 and $45. 
10. The total of prepaid interest and prepaid operating expenses is: 
a. Between $635 and $640. d. Between $1,360 and $1,365. 
b. Between $1,280 and $1,285. e. Some other figure. 


c. Between $1,355 and $1,360. 


11. The total of the noncurrent assets is: 
a. Between $5,400 and $5,410. d. Between $11,760 and $11,770. 


b. Between $6,760 and $6,770. e. Some other figure. 
c. Between $10,400 and $10,410. 
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12. The total of liabilities plus capital is: 


a. Between $44,310 and $44,320. d. Between $45,240 and $45, 250. 
b. Between $44,930 and $44,940. e. Some other figure. 
c. Between $45,030 and $45,040. 


Questions 13 through 20 refer to the presentation of items on the income statement 
for the year 1953. 


13. The net sales for 1953 were: 


a. Between $203 ,260 and $203,270. d. Between $203 ,950 and $203 , 960. 
b. Between $203 ,570 and $203 , 580. . Some other figure. 
c. Between $203,780 and $203,790. 


14. The net purchases for 1953 were: 


a. Between $113,650 and $113, 660. d. Between $118,650 and $118 , 660. 
b. Between $114,010 and $114,020. . Some other figure. 
c. Between $116,750 and $116,760. 


15. The bad debt expense (net) for the year is: 


a. Between $10 and $40. d. Between $710 and $740. 
b. Between $270 and $300. . Some other figure. 
c. Between $680 and $710. 


o 


16. The total of the operating expenses, exclusive of bad debt expense (net), is: (Bank charges are classified as 
“other expenses.’’) 


a. Between $79,080 and $79,090. d. Between $79,680 and $79,690. 
b. Between $79,210 and $79, 220. e. Some other figure. 
c. Between $79,360 and $79,370. 


17. The amount of interest income is: 


a. Between $335 and $345. d. Between $495 and $505. 
b. Between $470 and $480. e. See other figure. 
c. Between $485 and $495. 


18. The total of the non-operating revenues and gains, exclusive of interest income, is: 


a. Zero. d. Between $311 and $316. 
b. Between $57 and $62. e. Some other figure. 
c. Between $63 and $68. 


19. The total of “other expenses”’ (including bank charges) is: 
a. Between $85 and $90. d. Between $180 and $185. 
b. Between $100 and $105. . Some other figure. 
c. Between $110 and $115. 


20. The gross profit for 1953 is: 


a. Between $84,290 and $84,300. d. Between $88,930 and $88 , 940. 
b. Between $84,500 and $84,510. . Some other figure. 
c. Between $85,540 and $85,550. 
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PROBLEM DATA 


The firm of K and L, a partnership, did not maintain complete accounting records on 
a double-entry basis. However, all cash received was deposited regularly, and all pay- 
ments were made by check. The following data were determined during an audit of such 
records as were available. 

The firm’s balance sheet as of December 31, 1952 and a tentative inventory of assets 
and liabilities submitted by the client’s bookkeeper as of December 31, 1953 included: 


Preliminary 
Balance Inventory 
Assets Sheet As of 
12/31/52 12/31/53 
Accounts receivable—trade, less estimated uncollectibles of $380.................... 9,085 
Accounts receivable—trade (per “uncollected” sales slips).............2--2-0eeeeees 7,220 
Accrued interest receivable (on bonds and notes). 45 15 
6% Filo Corporation bonds (interest dates June 1 and December 1)—at face value.... 8,000 3,000 
Equipment (cost, less $1,020 charged to operations to 12/31/52 and less $1,034 to 
$ 47,222 
Liabilities and Capiial 
Accounts payable—trade (per unpaid invoices)... $ 7,943 
$ 47,222 


The tentative figures for December 31, 1953 are subject to revision in the light of the 
following additional data subsequently obtained. 

The firm’s bank statement as of December 31, 1953, received after the preparation of 
the above inventory, indicated a balance of $12,301. A customer’s returned check and 
vouchers for the following previously unreported items accompanied the bank state- 
ment: bank service charges $10; credit for collection of $150 semi-annual interest on 6% 
Filo Corporation coupon bonds held by the bank as collateral for a loan; and a charge 
of $92 for a customer’s check returned “NSF.” This last item is to be charged back to 
the customer on open account. 

Accompanying the statement were cancelled checks totaling $22,555. The outstanding 
checks as of November 30, 1953 amounted to $7,994, according to the reconciliation of 
that date. The total of checks drawn during December was $20,601. 

The bank statement listed a deposit of $2,925 which was the discounted proceeds of 
the firm’s own $3,000 note payable, dated December 21, 1953 and due July 9, 1954. 
Receipts of $827 were recorded in the check book as a deposit as of December 31, 1953, 
but did not appear on the bank statement. 
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The check book contained a record of the following cash transactions for the year: 


-, Checks and 
Deposits Charges 
Receipts from customers (includes redeposit of a $204 check charged back by bank in 
Collection of bond interest... . 
Proceeds of bank loan...... 
Additional investment by K on September 
Deduction for customer’s check returned “NSF” in July... 
Checks drawn totaled $214,024 and were for: 
Purchase of equipment......... 


$205 ,629 
995 


Be 


The depreciation charge for 1953 was $124. 

The payments for operating expenses include an advance of $720 made to L for his 
use on a buying trip on which he started on December 29, 1953. He has not yet rendered 
an accounting. 

During 1953, accounts arising from 1952 sales in the amount of $504 were removed 
from the file of ‘‘uncollected” slips and were placed in a “dead file.” 

Accounts filed during 1952 as uncollectible were collected in 1953 in the amount of 
$105. This sum is included in the “Receipts from customers” shown earlier among the 
data taken from the check book. 

From a review with K of “uncollected’’ sales slips and the $92 check returned “NSF,” 
you decide that two 1953 accounts totaling $310 are uncollectible and should be trans- 
ferred to the “dead file,” and that $402 of the remainder are doubtful as to collection. 

The Filo Corporation bonds, at face, represent part of L’s initial investment. The 
firm has not disposed of any during 1953 and does not plan to sell them during 1954. 

For questions 21, 22 and 23 actual drawings against salaries or against other profit 
distribution are to be ignored. The partnership agreement provided for the sharing 
of profits and losses as follows: 

Each partner is to receive an interest allowance of 6% per annum on his average 
monthly investment during 1953. Drawings are to be ignored in computing average in- 
vestments. Instead, a $1,000 limit is imposed on drawings other than for salary. 

No interest is chargeable or allowable on drawings accounts. The partners are to 
receive annual salary allowances: K $6,000; L $4,000. 

Any balance of profit, or the amount by which the above allowances exceed the profit, 
or the sum of the above allowances plus the net loss is to be shared equally. 


21. K’s interest allowance is: 


a. Between $860 and $870. 
b. Between $1,030 and $1,040. 
c. Between $1,160 and $1,170. 


22. Assuming that K’s interest allowance is $942 and that the firm’s 1953 net income before salaries and interest 
is $8,000, K would receive in the distribution of profit: 


a. A net debit of between $2,080 and $2,090. d. A net credit of between $4,860 and $4,870. 


b. A net credit of between $2,910 and $2,920. e. Some other debit or credit amount. 
c. A net credit of between $3,860 and $3,870. 


d. Between $12,430 and $12,440. 
e. Some other figure. 


| 

0 
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23. Assuming the same facts as in question 22 except that there is a net Joss before salaries and interest of $1,000 
K would receive in the distribution of the net loss: 


a. A net debit of between $360 and $370. d. A net credit of between $6,580 and $6,590. ( 
b. A net credit of between $360 and $370. e. Some other debit or credit amount. ( 
c. A net debit of between $6,580 and $6,590. 
Number 3 (Estimated time—60 to 90 minutes) ( 
The Sellow Furniture Co., Inc., has been finding it more and more difficult to meet its ( 
obligations. Although its sales volume appeared to be satisfactory and it was showing a ( 
profit, the requirements for capital for inventory and time contracts were greater than 
the company could provide. Finally, after pledging all of its installment accounts, it ( 
found itself unable to meet the bills falling due on October 10, 1954. It is the opinion ( 
of the management that if it could obtain an extension of time in which to pay its obli- ( 
gations it could meet its liabilities in full. The corporation has arranged for a meeting 
of creditors to determine if the company should be granted an extension or be forced (i 
into bankruptcy. 
(1: 
You have been asked to assist the company by: y 
a. Preparing a statement of affairs. ° 
b. Preparing a statement of estimated deficiency to unsecured creditors. 
c. Computing the percentage of recovery by the unsecured creditors if the company were to be forced into bank- f 
ruptcy. 
: 
You find that the trial balance for the current calendar year of the company on pr 
September 30, 1954 is as follows: ie 
Debit Credit th 
Cash on hand $ 500 
Cash in bank 1,620 
Installment contracts—pledged 215 ,000 
Allowance for bad contracts. . . : $ 13,440 ca 
Accounts receivable—30 day i 20,830 
Allowance for bad debts. yee: ‘ 1,050 th 
Inventories—January 1, 1954 cate 151,150 
Autos and trucks. 22,380 A 
Allowance for depreciation—A & T 14,960 
Allowance for depreciation—F & E. 2,140 Jo 
Chattel mortgage on auto and trucks bs, 10,000 
Bank loan—secured by installment contracts.............. 161,250 (2 
Accrued salaries and wages. 4,680 (3 
(¢ 
$1,336,060 $1,336,060 


(§ 
¥ 


tot 
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From further investigation you obtain the following additional data: 


(1) Depreciation, bad debts, prepaid and accrued items had all been adjusted as of September 30, 1954. 
(2) All installment contracts had been pledged with the bank on September 30, 1954; the bank had deducted its 
‘interest to date and had increased the company loan to equal 75% of face amount of the contracts in accord- 
ance with a loan agreement. It was estimated that a forced liquidation would result in a loss of $40,000 from 
the face amount of the contracts. 
(3) Thirty-day accounts receivable were not pledged and it was estimated that they would provide $16,500 on a 
liquidation basis. 
(4) It was estimated that since January 1, 1954 the company had made a gross profit of 333%, but that the in- 
ventory on hand would provide only $100,000 on a forced liquidation. 
(5) Cancellation of the insurance would provide $990. 
(6) All the autos and trucks were covered by a chattel mortgage, and their total market value was $8,000. 
(7) The store had been remodeled in 1953 and the furniture and equipment had been acquired on contract. 
Because of its special utility it was estimated that on a forced sale no more than $5,000 could be e: ted. 
(8) The land and buildings were subject to a 6% first mortgage on which interest had been paid to July 30, 1954. 
It was estimated the property could be sold for $75,000. 
(9) The notes payable of stockholders had not been subordinated to general creditors. The notes carried a 6% 
rate of interest, but no interest had been paid since December 31, 1952. 
(10) Since prior income tax returns disclosed a large available net operating loss carry-over, no current income 
tax need be considered. 
(11) The cost of a liquidation proceedings was estimated to be $5,000. 
(12) There appeared to be no other values on liquidation and no unrecorded liabilities. 


Number 4 (Estimated time—60 to 90 minutes) 


You are to prepare skeleton ledger accounts and record the following transactions 
of the County College for 1953. In setting up your accounts, classify them into suitable 
groupings by funds to facilitate preparation of a fund balance sheet. You need not 
prepare the formal statement, but you are to prepare a trial balance of your ledger, 
including all accounts used in your ledger even though they do not have a balance. In entering 
the transactions in your ledger, key them to the transaction numbers given. 

It is suggested that you use four columns of a 14-column sheet for the accounts of 
each active fund, showing the fund name and then heading the columns “Reference,” 
“Debit,” “Reference,” “Credit,” respectively. Only one cash account requires more 
than seven lines, including the account title. Two 14-column sheets will be adequate 
for the ledger. A columnar work sheet is mot acceptable in lieu of the ledger accounts. 
Accounts need not be ruled and formally balanced to take off the trial balance. 


January 1 


County College, which previously held no endowment funds, received five gifts as a 
result of an appeal for funds. The campaign closed December 31 and all gifts received 
are to be recorded as of January 1. Gifts were as follows: 


(1) From A. B. Smith, $10,000, the principal to be held intact and the income to be used for any purpose that the 
Board of Control of County College should indicate. 

(2) From C. D. Jones, $20,000, the principal to be held intact and the income to be used to endow scholarships 
for worthy students. 

(3) From E. F. Green, $30,000, the pm to be held intact and the interest only to be loaned to students. All 
income is to be again loaned and all losses from student loans are to be charged against income. 

(4) From G. H. White, $200,000. During the lifetime of the donor, semi-annual payments of $2,500 were to be 
made to him. Upon his death the fund was to be used to construct or purchase a residence hall for housing 

_. men students. 

(5) From I. J. Brown, 1,000 shares of XYZ stock which had a market value on this date of $150 per share. Such 
shares were to be held for not more than five years and all income received thereon held intact. At any date 
during this period, designated by the Board of Control, all assets were to be liquidated and the proceeds used 
to build a student hospital. 

(6) The Board of Control consolidated the Smith and Jones funds as to assets into Merged Investments Account 
(in the proportion of their principal accounts) and purchased $25,000 Electric Power Company bonds at par. 

,, interest rate 4%. Interest dates January 1 and July 1. 

(7) The cash of the Green fund was used to purchase $30,000, 5% bonds of the Steam Power Company at par 
and accrued interest. Interest dates April 1 and October 1. 

(8) The $200,000 cash of the White fund was used to purchase $200,000, 2% U. S. Treasury notes at par. Interest 

dates January 1 and July 1, 
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July 1 


(9) Allinterest has been received as stipulated on bonds owned and $4,000 dividends were received on XYZ stock. 
(10) Payment was made to G. H. White in accordance with the terms of gift. A loan of cash was authorized from 


Endowment funds to cover overdraft created. 
(11) $20,000 par of Electric Power Company bonds were sold at 102. No commission was involved. 
(12) Loan made to M. N. Black, $300, from the Green student loan fund. 


October 1 


(13) Notice was received of the death of G. H. White. There is no liability to his estate. 
(14) A scholarship award of $200 was made to G. P. Gray from the Jones scholarship fund. 


(15) $200,000 par of U. S. Treasury notes held by the White fund were sold at 101 and accrued interest. The En- 


dowment funds loan was repaid. 
(16) Interest due on bonds was received. 


December 31 
(17) M.N. Black paid $100 principal and $5 interest on his student loan. 


(18) The Board of Control purchased a building suitable for a residence hall for $250,000, using the available 
funds from the G. H. White gift as part payment therefor and giving a 20-year mortgage payable for the 


balance. 
Solution to Problem 1 


Accrued taxes. . . 
Accrued interest . 
Lease deposits... 


Unexpired insurance................. 
To record sale of apartment building for $135,000.00 
Unexpired insurance................. 1,428.37 
Accrued interest . 
Cost: 
Original cost less accrued depreciation ($75,000.00 less 
Commission... . 
Title fee. 


(b 


~ 


(c) 


Gain on sale.......... 


$61, 850.00 
73,458.01 
200.00 
850.00 
327.50 
185.13 


So 


= 
I. 
2. 
Mortgage payable. . 73,458.01 8. 
$75 ,000.00 
1,428.37 
85,165.00 
9, 
10. 
11. 
12. 
| 13. 
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Solution to Problem 2 


6. e ¢ 14. d 18. b 
3. b iS: d 19. 
4. d 8. b i. ¢ 16. b 20. a 
CALCULATIONS 
Bank Reconciliation 

6. The proceeds of the bank Joan have been included in the bank and checkbook balances. 

7. The total cash balance is $7,180.00; correct bank balance, $7,088.00 plus cash on hand, 

$92.00. 

Customer's-check returned by bank in December. .... 

9, June 1, and December 1 coupons on Filo bonds were reported as received : $150.00 was collected 


by the bank and $330.00 was reported as a receipt. The accrued interest is for one month or 
$40.00. 


10. Prepaid operating expenses (per inventory).............200cscccccscccscccccccescvescese 
190 

Total prepaid operating expense and prepaid interest...............ccceeeeeceeeeereeeees 

12. The liabilities and capital are equal to the total assets: 
Prepaid operating expenses and interest...............cccaccssssereceeee 1,359.25 
$ 45,031.25 
13, Accounts receivable—net—12-31-53...........ccccececcceccccececeeeeeees $ 6,600.00 
Add: 1952 accounts transferred to dead file...............-220-seeeeeeeeee 504.00 


1953 accounts transferred to dead 


310.00 


$ 7,088.00 
$ 12,301.00 
6,040.00 

$ 6,261.00 
827.00 

$ 7,088.00 
$ 7,220.00 
92.00 

$ 7,312.00 
712.00 

$ 6,600.00 


$ 568.00 
71.25 
720.00 
$ 1,359.25 
$ 7,816.00 


859 
21. b 
22. d 
23. b 
$ 7,040.00 
102.00 
$ 6,938.00 
150.00 
E 
() 
7 
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Notes receivable, 


Collection of accounts receivable ($205 ,629.00 less redeposit of $204.00 and customer’s check 


Collection of face of note receivable. ; 


Less: Accounts receivable, 12-31-52................. 
Accounts written off in 1952 and collected in 1953. 
Notes receivable, 12-31-52... 


Unpaid invoices, 12-31-53. 
Checks issued to trade creditors. 
Cash purchases of merchandise. 


Purchases. . 


. 1952 accounts transferred to ‘‘dead” file............... 


1953 accounts transferred to “‘dead”’ file. . 
Doubtful accounts. . 


Less: Recovery of account considered uncollectible.... 
Provision for uncollectible accounts at 12-31-52. 


Bad Debts. . 


. Disbursements for operating expense. 


Less: Increase in prepaid operating expense: 
12-31-52 balance. 


Decrease in accrual: 
12-31-52 
12-31-53.. 


. Collection on note.... 


Collected on Filo bonds per check book) 
Collected by bank on Filo bonds......... 
Accrued interest on Filo bonds—12-31-53. 


Less accrued interest, 


. Net book value of equipment—12-31-53............... 


Add 1953 


Net book value of equipment—12-31-52............... 


Net book value of equipment sold... . 
Sales price of equipment.......... 


205 , 333.00 
980.00 


$214,129.00 


10,550.00 


$ 7,943.00 
113,064.00 
4,640.00 


$125 ,647 .00 
6,991.00 


$118,656.00 
$ 504.00 
310.00 
402.00 
$ 1,216.00 


485 .00 


$ 731.00 


$ 80,120.00 
124.00 


$ 80,244.00 
$ 796.00 


236.00 


$ 1,032.00 
$ 79,212.00 
$ 15.00 
330.00 
150.00 
40.00 


$ 535.00 
45 .00 


$ 490.00 


$ 2,406.00 
124.00 


$ 2,530.00 
500.00 


$ 2,030.00 
2,220.00 


$ 190.00 
250.00 


$ 60.00 


$203 , 579.00 


4 


105.00 i 
980.00 i 
2 
380.00 
16 
ib 23 
i $ 1,288.00 
le 492.00 
326.00 
| 


oloo 


19. 


20. 


22. 


23 


* Red. 


Professional Examinations 


Prepaid interest —12-31-53 (See: 10 above) 


Interest expense 
Bank charge. . 


Sales (See 13 above). 

Cost of goods sold: 
Inventory—12-31-52. 
Purchases (See 14 above). . 


Inventory—12-31-53. 


Gross profit. . 


3,000X .045. 


2,000X .02. 


Interest allowance 
Salary. 


Total 


Excess of above allowance over net income... 


Net income. 


Interest allowance 
Salary. 


Total... 


Net loss plus above allowances............ 


$203 , 579.00 


$ 72.00 
75.00 
$ 147.00 
71.25 
$ 75.75 
35.00 
$ 110.75 
$ 20,072.00 
118,656.00 
$138,728.00 
19'446.00 119,282.00 
$ 84,297.00 
135.00 
40. 
$ 1,036.60 
K Total 
$ 942.00 $ 1,218.54 $ 2,160.54 
6,000.00 4,000.00 10,000.00 
$ 6,942.00 $ 5,218.54 $ 12,160.54 
2°080.27 2080.27 "160.54 
$ 4,861.73 $ 3,138.27 $ 8,000.00 
$ 942.00 $ 1,218.54 $ 2,160.54 
6,000.00  4/000.00 10,000.00 
$ 6,942.00 $ 5,218.54 $ 12,160.54 
6,580.27 6,580.27 13,160.54 
$ 361.73 $ 1,361.73* $ 1,000.00 
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Ledger 
Balances 


$201 , 560.00 


10,240.00 
82, 230.00 


7,420.00 
10,360.00 
2,120.00 
19,780.00 
206, 180.00 
1,490.00 
880.00 


$542 , 260.00 


Ledger 
Balances 


$ 4,680.00 
14,220.00 


161,250.00 
49, 490.00 


10,000.00 


5,800.00 


132, 100.00 
100 ,000 .00 
10,500.00 


100 ,000 .00 
45 ,780.00* 


$542 , 260.00 


Solution to Problem 3 


z= > om recovery to unsecured creditors is 55% of those claims. 
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SELLOW FURNITURE CO. 
Statement of Affairs 
September 30, 1954 
Assets Shrinkage 
Assets pledged with fully secured creditors: 
Installment contracts, less allowance for bad 

contracts—Estimated value............. .. $175,000.00 $ 26,560.00 
161,250.00 $ 13,750.00 
Land 

Building, less depreciation{ value....... .. $ 75,000.00 17,470.00 
Less mortgage and accrued interest........... 49 490.00 25,510.00 

Assets pledged with partially secured creditors: 
Autos and trucks, less depreciation—estimated 

value, $8 ,000.00—deducted 580 .00* 
Furniture and equipment, less depreciation— 

5,360.00 

Assets not pledged: 
Accounts receivable, less allowance for uncol- 

Organization expense... . _— 880.00 

Less claims having priority (contra) : 

Estimated expenses of liquidation........ $ 5,000.00 5,000.00 

Accrued salaries and wages......... sd 4,680.00 

Deficiency to unsecured creditors: 

Shrinkage in assets and estimated cost of 
Less owners’ capital.............. vaste 54,220.00 110,430.00 
$245,400.00 $164,650.00 
Expected 
Liabilities to Rank 
Claims having priority (Deducted Contra) 
Estimated expenses of liquidation, $5,000.00 
Accrued salaries and wages # 
Taxes payable 
Claims fully secured (Deducted Contra) 
Bank loans 
Mortgage and accrued interest 
Claims partially secured 
Chattel mortgage on autos and trucks......... $ 10,000.00 
Less autos and trucks at estimated value...... 8,000.00 $ 2,000.00 
Contract payable on furniture................ 5,800.00 
Less furniture and equipment at estimated value 5,000.00 800.00 i 
Claims Unsecured 
Notes payable to stockholders. 100 ,000 .00 
Capital 
Capital stock 
Deficit 
$245 ,400.00 
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Norte: The inventory at September 30, 1954 is calculated as follows: 


$678,780.00 
Less cost of goods sold (2/3 of $708,900.00)..... 472,600.00 
Inventory, September 30, $206 , 180.00 


SELLOW FURNITURE CO. 


Statement of Estimated Deficiency to Unsecured Creditors 


Estimated Shrinkage in Assets 


September 30, 1954 


Owners’ capital 
* Red. 
Solution to Problem 4 
ENDOWMENT FUNDS Due from Annuity Funds 
Ce 
— (10) 500 500 (15) 
(1) 10,000 25,000 (6) 
(2, 20,000 30,375 (7) 
(3) 30,000 500 (10) ANNUITY FUNDS 
(9) 375 
(11) 20,400 | Cash 
(15) 500 | 
" (4) 200 ,000 200 ,000 (8) 
Fund Balances (9) 2,000 2,500 (10) 
(10) 500 
| 10,000 (1) (15) 203 ,000 500 (15) 
207000 (2) 202,500 (18) 
30,000 (3) 
= (11) Fund Balance 
Pooled Investments (S & J) 
| (18) 202, 500 | 200,000 (4) 
(6) 25,000 20,000 (11) ,000 (15) 
| 500 (18) 
nd 
Investments (Greer) Investments 
() 30,000 (8) 200,000 | 200 , 000 (15) 
Accrued Interest Receivable 
Interest Income 
(7) 375 375 (9) 
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} 
® | (18) 3,000 2,000 (9) 
1/000 (15) 
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Payments to Annuitants STUDENT LOAN FUNDS 
(10) 2,500 2,500 (18) as 
(9) 375 300 (12) Enc 
(16) 750 C 
(17) 105 P 
Due to Endowment Funds 
D 
750 (16) “ec 
Loans Receivable Ir 
PLANT FUNDS 
Investments (12) 300 100 (17) F 
Plas 
(5) 150,000 Ir 
Interest Income C. 
Bi 
M 
Fund Balance 5 (17) Fi 
Stud 
| 150,000 (5) 
| 202° CURRENT FUNDS 
Cash Fi 
Cash a Curr 
9) 166.67 Ci 
(9) 4,000 202,500 as) © Ci 
(18) 202 , 500 Scho 
S Fi 
166. 
(18) 250, 000 66.67 (9) 
SCHOLARSHIP FUND 
Mortgage Payable 
Cash 
47,500 (18) 
(9) 333 .33 200 (14) 
Fund Balance 
333.33 
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COUNTY COLLEGE 


Trial Balance—December 31, 1953 
Debit Credit 
Endowment Funds: 
Cash 


Pooled investments. ,000 .00 
Other investments. ‘ 30,000.00 
Due from Annuity Funds. . 
Annuity Funds: 
Plant Funds: 
Investments. . 150,000.00 
Building—Residence Hall. ... 250,000.00 
Student Loan Funds: 
Loans r receiv ivable. 200.00 
Current Funds: 
Scholarship Funds: 


$465,830.00 $465,830.00 


| 
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ASSOCIATION NOTES 


E. Buri AUSTIN 


ARKANSAS 
University of Arkansas: 


Horace Brock has resigned to go to North 
Texas State College. 

Forest Hicerns has joined the staff as assist- 
ant professor. He came from Mississippi State 
College. 

Nowan E. has been promoted to the 
rank of associate professor. 


CALIFORNIA 
University of Santa Clara: 


Joun Pacant, formerly of the University of 
Utah, has joined the staff. 

Puit N. ALLEN has left the University to 
open a private accounting practice in Menlo 
Park. 

University of California: 

Hecror ANTON, formerly of the University 
of Washington, has joined the faculty as assistant 
professor. 

JoHN WHEELER is serving as visiting professor 
of business administration. WHEELER is from the 
University of Minnesota. 

LAWRENCE VANCE recently addressed the San 
Francisco Chapter of NACA on statistical and 
cost controls. 

Stanford University: 

GERALD WENTWORTH is serving as acting as- 
sistant professor of accounting this year. 

J. Hucu JAcKsSON is serving as a director of 
the American Management Association and as a 
trustee of the College Retirement Equities Fund. 

OswALp NIELSEN is serving as vice-president 
of the San Francisco Chapter NACA. 

FLORIDA 
University of Florida: 

RoBerT DinMAN, formerly of the University 
of Southern California, has joined the staff as 
professor of accounting. 

RussELL Bowers served as visiting professor 
of accounting last year and is now teaching at 
Washington and Lee University. 

Detmas D. Ray has resumed staff duties as 
assistant professor after a leave of absence. 

Witiiam R. Matruies has resigned as asso- 
ciate professor and is continuing his graduate 
work at Ohio State University. 
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F. Mosuter discussed tax problems 
associated with purchasing before the Institute 
for Industrial Purchasing Agents in July. 

Cart A. ANDERSON recently passed the CPA 
examinations. 


LOUISIANA 
Louisiana State University: 


The University was host in February to the 
1955 Conference on High-Speed Computers. 


MAINE 
University of Maine: 
Cari DENNLER is on leave of absence studying 
at the University of Wisconsin. 
WILLIAM MAarKELL has been appointed in- 
structor in accounting. 


MARYLAND 
University of Maryland: 


CHARLES J. KAPPLER has been added to the 
staff to replace CHARLES F. Cronin, deceased. 

LeRoy LEE has been promoted to the rank of 
assistant professor. 

Howarp W. WRIGHT spoke on “Education for 
Internal Auditing” in October at the District of 
Columbia Chapter of the Institute of Internal 
Auditors. 

C. T. SWEENEY and S. M. WEDEBERG partic- 
ipated in an Institute of Cost Control given by 
the Navy Department in the summer of 1954. 
WEDEBERG has been elected president of the 
Maryland Association of Certified Public Ac- 
countants. 

Howarp W. Wricur has been appointed con- 
sultant both to the Army Audit Agency and the 
Air Force. 


MICHIGAN 
University of Michigan: 


Additions to the accounting staff include 
SAMUEL R. HEPWORTH as associate professor and 
the following as Teaching Fellows: Ricwarp E. 
CHARLTON, JR., CLARK E. Cuastatn, and J. 
MEADE WRIGHT. 

James F. WALLIS, on leave from Wayne Uni- 
versity, holds the title of lecturer in accounting. 

FRANK P. SmirH was the banquet speaker at 
the awards dinner, Fifteenth Annual Symposium 
of North Carolina Association of CPAs. SMITH 
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also spoke in November to the Western Chapter 
of the Michigan Association of CPAs. 


Michigan State College: 


J. L. McKeever and K.,K. Kernan have 
joined the staff as instructors. 

B. C. LEMKE will participate in an accounting 
symposium in April as part of the centennial 
celebration of Michigan State College. 

Bruce FuTHEY was employed during the 
summer on the staff of the Auditor General of 
the State of Michigan. 

J. D. Epwarps worked during the summer 
with a national accounting firm. 

CHARLES LAWRENCE conducted a CPA review 
course sponsored by the Michigan Society of 
CPAs. 

NEW YORK 
City College of New York: 

E. I. FJELD was a member of the inspection 
team of the Middle States Association which in- 
spected the University of Puerto Rico in Nov- 
ember. 

NATHAN SEITELMAN has been appointed 


faculty advisor of the local chapter of Beta Alpha 
Psi. 


Long Island University: 


E. D. Dworetsky, S. H. MEYER, and SAMUEL 
SPEYER are on leave of absence. 


St. John’s University: 


RicHArD F. Barry has been appointed in- 
structor in management in the School of Com- 
merce. 


Columbia University: 


L. H. Jorpan received his Ph.D. Degree in 
the fall of 1954. 

G. C. Owens recently received a CPA certif- 
icate in the State of New York. 


NORTH DAKOTA 
University of North Dakota: 


Donatp H. Forp has been appointed in- 
Structor to replace Lioyp H. NycAarp who 
resigned to accept a position with the Board of 
Higher Education. 

Dean T. J. CLirForD and JouN A. STAPLES 
have been appointed to a committee of CPAs to 
prepare revision of the state’s accountancy law. 
Staples recently spoke on the topic of Statement 
Analysis before a North Dakota bankers group. 
R. D. KoppENHAVER has been reelected secre- 
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tary-treasurer of the North Dakota Society of 
CPAs. 


OHIO 
Ohio State University: 


HERMANN C. MILLER has been elected presi- 
dent of the National Council on Professional 
Education for Business. MILLER served last year 
as secretary-treasurer of the council which is com- 
posed of representatives of eleven national pro- 
fessional business education groups. 


Baldwin-Wallace College 

Erwin B. Cocuran was recently appointed 
comptroller of Baldwin-Wallace College after 
serving as associate professor in accounting for 
15 years. 


University of Cincinnati: 


H. Grirrin and WAynE S. OVER- 
MEYER have recently been promoted to the rank 
of associate professor. 

Recent appointments include KENNETH E. 
LAMBERT as assistant professor. LAMBERT for- 
merly taught at West Virginia University. 

DALE KIeFER has been appointed lecturer in 
accounting. 


PENNSYLVANIA 
Pennsylvania State University: 


New staff members include SAMUEL WooLsEy, 
an associate professor from the University of 
Texas, WILLIAM J. SCHRADER, assistant professor 
from the University of Washington, and Cari 
E. Drr1z, an instructor from Clarkson Institute 
of Technology. 

Two recent resignations are DoNALD E. BEAL, 
to enter public accounting, and Wittam P. 
CAPATCH, to do graduate study at the University 
of Washington. 

CHARLES J. ROWLAND took part in a work 
shop on the New Internal Revenue Code at 
Dickinson College in October. 

G. K. NELson addressed a clinic on problems 
of small business sponsored by the Business and 
Professional Women’s Club. 

CHARLES J. ROWLAND is a program director of 
the Williamsport chapter of NACA and secretary 
of the Harrisburg chapter of Pennsylvania Insti- 
tute of CPAs. 


SOUTH DAKOTA 
University of South Dakota: 


ARTHUR VOLK is on a one-year leave of ab- 
sence to work for Peat, Marwick, Mitchell & Co. 
in Denver. 
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ROBERT JOHNSON has been employed as in- 
structor in accounting. 


TENNESSEE 
University of Tennessee: 


MARSHALL DENNISON, JR. has been appointed 
as instructor. 

GLENN P. Scott, formerly of Mississippi 
Southern College has joined the staff as assistant 
professor. 

VERN H. VINCENT has returned from leave of 
absence during which he completed his work to- 
wards the doctorate at the University of Michi- 
gan. 
The Fourth Annual Institute on Taxation was 
held in Nashville in November sponsored by the 
University and the Tennessee Society of CPAs. 


TEXAS 
University of Houston: 


The University cooperated with the Texas 
Society of CPAs in December to present an In- 
stitute on Taxation for the state’s accountants. 


University of Texas: 


A. F. WAGNER, partner in the Pittsburgh 
office of Haskins & Sells, is serving as visiting 
specialist in accounting under a program aimed 
at bringing practical experience in industry to the 
staff and graduate students. 

EDWARD S. LyNN served last summer with the 
Texas Research League in its survey of the ad- 
ministration of the University. 

GLENN A. WELSCH served as chairman of a 
clinic jointly sponsored by accounting and man- 
agement groups in the annual Alumni Business 
Conference in October. WELSCH spent the sum- 
mer working on a cost project for Humble Oil and 
Refining Companys 
CHARLES T. ZLATKOVICH spent part of the 
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summer in New York with the American Institute 
of Accountants. 

W. M. Wootsey left the staff in September to 
take a position at Pennsylvania State College. 

Jack G. JoHNson and E. Wricat 
are new instructors in accounting for the current 
year. 

UTAH 

University of Utah: 


Roy E. Tutt e, formerly with the University 
of Minnesota, has been appointed assistant pro- 
fessor of accounting. 


VERMONT 
University of Vermont: 


ELBert A. Nyquist was successful in passing 
the May, 1954 CPA examination. 


VIRGINIA 
University of Virginia: 
Davip B. Moyer resigned to become assistant 
bursar of the university. 
FRANK S. KAULBACK, JR. was appointed Di- 
rector of the School of Commerce. 


College of William and Mary: 


In a special commemorative program in Sep- 
tember, the College was presented busts of JoHN 
MARSHALL, JOHN WYTHE, and Sir WILLIAM 
BLACKSTONE, an event which signified the advent 
of a new program and the creation of a chair of 
taxation at the College. 


WASHINGTON 
State College of Washington: 

THEODORE R. SALDIN will teach for the com- 
ing two years at the Hailey College of Commerce, 
Lahore, Pakistan, under the faculty exchange 


program sponsored by the Foreign Operations 
Administration. 
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S. Paut Garner, Evolution of Cost Accounting to 1925, 
(University, Alabama: University of Alabama Press, 
1954, pp. 416, $6.50). 


Authoritative works in the history of accounting are 
a rarity and this book is most welcome. Professor Gar- 
ner writes with a background of twenty years of expe- 
rience as author, educator, accountant and as president 
of the American Accounting Association (1951). 

The present volume is restricted to the origin and 
development of cost theories and practices used in the 
determination of actual or “‘accounting” costs of pro- 
duction. Although it severely limits the scope of the 
study, this orientation enables Professor Garner to 
devote considerable space and attention to traditional 
(historic) cost accounting. The 1925 termination makes 
sense in view of the scope of the study since the de- 
velopment of traditional cost accounting was essentially 
complete by the mid-twenties. The tremendous expan- 
sion in the cost accounting field since that time has 
largely been in other areas: estimated costs, standard 
costs, distribution costs, cost analysis, and cost controls. 

The book is divided into twelve chapters, not all of 
which are of equal length or importance. Chapter V, 
The Evolution of Accounting for Manufacturing Bur- 
den, for example, covers more than a third of all textual 
material, while two chapters cover but nine pages each. 
The first chapter covers industrial accounting in the 
medieval era, and is followed by a chapter on cost de- 
velopments in England, France, and the United States 
to 1885. Nine chapters are then devoted to the origin 
and development of various cost theories and practices. 
Successively these deal with raw materials, direct labor, 
manufacturing burden, integration of cost and financial 
records, interdepartmental transfers of product, by- 
products, waste material and scrap, valuation of factory 
inventories, and process and job-order cost methods. 
The book concludes with a chapter summarizing Pro- 
fessor Garner’s observations. A comprehensive bibliog- 
raphy is appended. 

In discussing industrial accounting developments in 
the medieval era Professor Garner follows largely the 
works of the de Roovers. The discussion follows a de- 
scriptive pattern, with numerous illustrations of prac- 
tices. Although extremely interesting, the reviewer 
found few traces of what legitimately may be called 
cost accounting. This Professor Garner acknowledges. 

In reviewing cost developments to 1885, Professor 
Garner limits himself to England, France and the 
United States. Also, the discussion shifts from an anal- 
ysis of practice to an analysis of the writings of vari- 
ous authorities. Practice, from this point on, is dis- 
cussed only as it is reflected by writings. This shift in 
emphasis apparently precludes mention of one of the 
best early cost accounting systems, that of the firm of 
Boulton and Watt (1775-1855). (See the interesting 
account by Erich Roll.) Instead the general cost prob- 
lems normally found in connection with large capital 
expenditures and costing are assayed. 

During this period major attention was devoted to 
the prime costs—labor and materials, Factory account- 
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Accounting 


ing was largely conducted as a modification of account. 
ing for trading. No clear distinction was made between 
factory and selling expenses. The flow of costs paraliel- 
ing the flow of product was unheard of. Professor Gar- 
ner notes the relatively advanced position of the early 
French writers, particularly A. Payen, who in 1817 ad- 
vanced such modern concepts as integrated cost and 
financial accounts, definitive joint and by-product cost 
practices, and almost, but not quite, a manufacturing 
summary. 

Entering the “Golden Era” of cost accounting de- 
velopment (1885-1925), Professor Garner abandons the 
time sequence for a detailed analysis of cost practices 
and theories. His treatment of raw materials and direct 
labor reflects the mechanistic treatment accorded these 
items by most writers of the time. Some space is devoted 
to inventory pricing, shedding some light on the origins 
of current controversies. In connection with direct labor, 
attention is paid to labor-costing plans and labor-cost 
allocations to product. 

A substantial portion of the book is then devoted to 
the evolution of accounting for manufacturing burden. 
A detailed study is made of the burden problem in six 
different areas: (1) items to be included, (2) imputed 
interest and rent, (3) burden control accounts, (4) the 
allocation of burden to product, (5) predetermined 
burden and the problem of idle time, and (6) depart- 
mentalization and distribution of burden. The author 
gives a carefully detailed and substantiated analysis 
of the evolution of theory and practice with respect to 
these items. In many cases it is interesting to see the 
laborious development of practices that we take for 
granted. 

One of the most interesting phases of the develop- 
ment of cost accounting is the evolution of the integra- 
tion of the cost and financial records. Early cost ac- 
counting systems consisted of an entirely separate set 
of cost records. It was not until 1900 that some sem- 
blance of the modern reciprocal accounts was inaugu- 
rated. However, debate between the “integrationists” 
and the “non-integrationists” continued for many years 
thereafter. In 1917 and 1918 concrete examples of the 
“factory ledger” and “general ledger” accounts were 
given; and by 1924 James Dohr echoed the consensus 
that separate unconnected, uncontrolled (by the general 
accounts) cost accounts had “very little to commend” 
them. 

The chapter on factory inventory valuation is con- 
cerned mainly with the cost of production, and the 
lower of cost or market developments, although passing 
attention is given to selling price and base price theories. 
There is no mention in this chapter of alternative cost 
methods. 

Professor Garner concludes his book with nine gen- 
eral observations and inductions. Basically they sum- 
marize his work. His last observation is: “Cost theories 
and techniques have evolved as a product of their in- 
dustrial environment, and their rapid development has 
been necessitated by the continually increasing com- 
plexity of manufacturing processes.” 
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This reviewer feels that Professor Garner has done a 
commendable job of a difficult assignment. His book is 
a substantial contribution to accounting literature. Our 
only regret is that the study could not have been even 
more inclusive. The German writers of the early 1900’s 
deserve a place in the evolution of cost accounting. 
Also, an evolutionary study of more current cost theory 
and practice is needed and we can hope that subsequent 
histories will carry forward this work. 

Hector R. ANTON 
Assistant Professor of Accounting 
University of California, Berkeley 


Homer St. CLaArR Pace AND EpwarD J. KOESTLER, 
Corporation Accounting (New York: Pace and Pace, 
1954, pp. viii, 423, $6.75). 


This is Book ITI in the Pace Accounting Series. It is 
a one-semester study concerned with corporations and 
assumes for background a year of introductory account- 
ing (as afforded by Books I and IT in the series—Ac- 
COUNTING REvIEWw, Oct. 1954, Jan. 1955). 

Each topic taken up is set in a practical atmosphere; 
attention is paid to details confronted at ‘“‘work levels”; 
and in handling a given situation concentration is on 
the more common methods instead of on all known 
methods. The present book is like other Pace books 
also in format and in the division of subject-matter 
into eight sections: 

No. 1 (pp. 1-47) deals with a description of the cor- 
porate form of organization; how to get a corporation 
started; nature of capital shares; and entries for issu- 
ance of capital shares. More than customary space is 
given to the duties of the corporation secretary in 
keeping the minute book, preparing directors’ resolu- 
tions, and conducting stockholders’ meetings. 

No. 2 (pp. 48-90) describes the capital stock ledger 
and stock transfer journal; it then discusses entries for 
instalment “‘sale” of capital shares, forfeiture of stock 
subscriptions, treasury stock, no par stock, stock rights, 
and cash dividends. No. 3 (pp. 91-130) discusses pro- 
cedure for stock dividends and stock splits and then 
turns to bond accounting, pleasantly free of the long 
preliminary description of the types of bonds found in 
some other texts. 

No. 4 (pp. 131-164) discusses special funds and ac- 
counting for corporate surplus—types of surplus, sur- 
plus reserves, and direct entries in Earned Surplus ac- 
count. The authors do a good job here in differentiating 
surplus reserves from other types of reserves; on mat- 
ters bordering on the controversial, they avoid taking 
sides but give a fair account of the conflicting view- 
points. No. 5 (pp. 165-204) takes up procedure for cor- 
porate expansion by merger with other concerns, and 
procedure for corporate liquidation and dissolution. 
The authors rightly point out here that in a merger of 
going concerns, the price put upon a business is basically 
dependent on its earning power, which must be recog- 
nized and measured for each company joining in a 
merger, 

_No. 6 (pp. 205-241) and No. 7 (pp. 242-296) deal 
with parent and subsidiary accounting. Coverage of 
topics in both sections compares favorably with that 
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found in other texts of the “intermediate” level. The 
first section discusses entries for acquiring 100% owner- 
ship of a subsidiary’s stock, including preparation of 
consolidated statements at date of acquisition and later. 
The problem of what to do with payment for subsidiary 
stock in excess of, or below, book value of such stock is 
particularly well presented. The second section turns 
to procedures for consolidated statements which are 
complicated by such factors as presence of minority 
interest, indirect control through intermediate parent 
companies, and mutual or reciprocal stock holdings be- 
tween parent and subsidiary. 

No. 8 (pp. 297-334), the final section of the book, 
describes the form and content which good reports to 
stockholders should possess. The authors take the op- 
portunity of discussing here the problem of adequate 
disclosure of financial information in annual reports, 
and form an arrangement of items in the balance sheet 
and statement of income. Surplus statements are neither 
discussed nor illustrated, although a brief reference is 
made to the necessity of “surplus break-downs,” and, 
on page 331, a combined statement of “income and re- 
tained earnings” is presented. 

Ample questions and problems are provided in the 
back of the book (pp. 335-416), arranged by the same 
eight sections in which the text is divided. Answers to 
the problems are available, along with a “teacher’s out- 
line.” 

Harry D. KERRIGAN 
Professor of Accounting 
University of Connecticut 


GrorcE TrERBORGH, Realistic Depreciation Policy 
(Chicago: Machinery & Allied Products Institute, 
1954, pp. xxiv, 197, $6.00). 


In 1949 the Machinery and Allied Products Insti- 
tute published a volume on the problem of asset re- 
placement under the title, Dynamic Equipment Policy. 
The present publication continues the discussion of 
equipment policy by taking up the problem of the con- 
sumption through depreciation of previously acquired 
assets. The objective of the book is not to develop various 
concepts of depreciation for different purposes, such as 
incentive depreciation to encourage national defense 
projects, but to examine the “real” nature of deprecia- 
tion. The assumption underlying the investigation is 
that “real” depreciation is the appropriate concept for 
income tax law and managerial uses. 

Chapter 1 reviews the nature of depreciation and the 
problem of measuring it, points to the importance of 
the problem, and indicates general present day thinking 
on the subject. Chapter 2 traces the development of 
tax depreciation policy in the United States. Chapter 3 
establishes the basis for the remainder of the book by 
maintaining that realistic depreciation is “value” 
amortization. After questioning the validity of the 
“tendency of accounting discussions to ignore any cri- 
terion of allocation” of original cost “save orderliness 
and consistency,” it is suggested that “value move- 
ments” are being recognized as “what the depreciation 
allowance really is.” 

Chapters 4 and 5 are devoted to an examination of 
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the manner in which value erosion of capital assets 
takes place. The theoretical pattern of value erosion is 
established by considering assets as bundles of future 
service values. The ‘‘discounted value or present worth” 
of these future service values is assumed to be capital 
value. Realistic depreciation is considered to represent 
decline in capital value and is measured by comparing 
successive capital values from period to period. The 
results of the theoretical analysis indicate that, at a dis- 
count rate somewhere between 5 and 10 per cent, “the 
probable loss of value in the first third of the life is 
around one half for equipment and 45 per cent for 
buildings and structures, while the first half loss is in 
the vicinity of 70 per cent and 65 per cent, respectively.” 

The theoretical pattern of value erosion is supported 
by an empirical study of the resale prices of automobiles 
and farm equipment. The extent of the empirical study 
is not sufficiently broad to justify any generalization as 
to the manner in which all assets decline in value. How- 
ever, because the results do support the theoretical 
conclusions, more reliance may be placed on the theoret- 
ical analysis. From the theoretical and empirical evi- 
dence, it is concluded that “the straight-line writeoff is 
a gravely retarded method of depreciation for produc- 
tive equipment.” 

Chapters 6 through 11 review conventional deprecia- 
tion procedures and provide a measure of the extent to 
which straight-line depreciation varies from “realistic” 
depreciation. Straight-line depreciation is held to be 
inadequate in that it lags behind realistic depreciation 
on two counts. First, it is less than realistic depreciation 
because it is based on an average-life expectancy. As a 
result, items having a life less than the average are not 
fully depreciated. The failure to include such amounts 
in depreciation results in an understatement of cor- 
rectly computed depreciation. Second, straight-line 
depreciation is inadequate in the early years of asset life 
and in an expanding economy the accumulated amount 
must always lag behind realistic depreciation. The ex- 
tent of the lag is held to be substantial. It is concluded 
that “tax depreciation on existing business assets has an 
accumulated deficiency of about $30 billion and is cur- 
rently deficient by more than $2.5 billion a year.” 

Chapters 12 through 14 consider underdepreciation 
from inflation and estimate the annual amount of such 
to be about $4.2 billion. When this sum is added to the 
underdepreciation resulting from the straight-line de- 
preciation method, the amount by which the present 
original-cost accrual falls short of the adjusted realistic 
accrual of depreciation ‘comes to the enormous sum of 
$6.8 billion a year.” 

The book concludes with the recommendations that 
taxpayers be authorized “‘to elect a double-rate declin- 
ing-balance writeoff” method for depreciation at double 
the straight-line rate and that they be authorized to 
“blow up original-cost book values to their equivalent 
in current dollars.” It is suggested that the first recom- 
mendation have precedence and that it may “be put 
into effect by stages over a brief transition period.” 

In summary, the book presents a very interesting 
case against the straight-line method for computing 
depreciation. If read in a broad sense it represents a 


desirable addition to accounting literature. However, 
the close reader may have some question as to the ade. 
quacy of the evidence supporting the specific conclusion 
of the author. 
Norton M. BEDFORD 
Associate Professor of Accountancy 
University of Illinois 


AtsertT H. Conen, Long Term Leases, Problems of 
Taxation, Finance, and Accounting (Ann Arbor: 
University of Michigan Press, 1954, pp. 149, $2.00). 


Leasing, an ancient device for transferring rights to 
the use of property, has in recent years been expanded 
to include an increasing variety and volume of business 
situations. In this monograph the author discusses 
problems of finance, and accounting that have been 
created and suggests methods for their analysis and 
solution. 

The first three chapters develop the background, 
The growth of the institutional investor, with related 
changes in methods of financing and the introduction 
of new types of financial instruments, or new uses of 
old types, the amount of new financing through debt 
issues rather than equity issues, the part played by 
long-term leases in the development of urban commer- 
cial areas, the percentage lease, ‘‘net” lease, merchan- 
dising lease, cancellation provisions, and the part played 
by tax-exempt institutions, are some of the topics dis- 
cussed in this section. The use of tables and illustrative 
examples adds clarity. 

In his introduction the author states that “In order 
to appraise properly the desirability of the lease method 
of finance to the lessee, an examination into the intri- 
cacies of the Federal income tax law is necessary, since 
some of the advantages of leasing as opposed to owning 
are possible only because of the favorable tax treatment 
allowed lessees.” Chapter IV presents a rather thorough 
analysis of the effects of the income tax on long-term 
lease financing, from both the lessee’s and the lessor’s 
point of view. Advantages and disadvantages to both 
are pointed out, for, as the author states “‘. . . the most 
efficient use of the leasing device as a financing method 
has been found in those circumstances in which the 
technicalities of the Federal income tax laws operate to 
prevent the apparent tax advantages of the lessee from 
becoming equally importauat disadvantages to the les 
sor.” The deductibility of periodic payments and the 
possibility and effect of their “dual potentiality” as 
payments on a purchase price and as rental payments 
is given consideration, as is also the effect of a gain or 
loss in the sale and lease-back arrangement. 

In Chapter V the advantages and disadvantages of 
financing through the use of the long-term lease are 
weighed against those of alternative methods of finan- 
cing. The author submits that there are subjective 
financing costs, as well as monetary financing costs, 
which must be considered in selecting the most ad- 
vantageous method of financing in a given instance. 
Among the subjective cost elements considered are: the 
aggregate financing possible, financial ratio improve- 
ment, bankruptcy claims, management flexibility, and 
possibility of inflation or deflation. Monetary financing 


variati 
demon 
cludes 
public 

Cha 
tion of 
accept 
author 
port tl 
gard fc 
ing wi 
fixed a 
the fin: 
in the 
has fou 
by the 
to the 
represe 
establi: 
of lea: 
from 
instanc 
of an ¢ 
cluded 
for suc 
asset 
sumed 
priate 
lable t 
treatm 
long-te 
proble: 
as are 
accoun 

Thi 
ing for 
accoun 


Eve 


Per V 
Ger 
(Ste 
pp. 
Thi 

static 

materi 
terial | 
there 
supple 

that t] 

velope 

known 
sort in 


f 
costs 
financi 
presen 
effects 
of a ta 
invest 
we 
an 


er, 
le- 


OD 


costs are demonstrated by the use of a hypothetical 
financing situation and comparative cost figures are 
presented for lease financing and debt financing. The 
effects of potential residual value at lease termination, 
of a tax gain, of a tax loss, of a higher return to lessor- 
investor, of variation in the depreciable nature, and of 
yariation in depreciable life of leased properties are 
demonstrated in computed amounts. The chapter con- 
cludes with a discussion of lease financing by regulated 
public utilities. 

Chapter VI, dealing with the accounting presenta- 
tion of long-term leases, is thought provoking. Generally 
accepted accounting procedures are questioned. The 
author states that these procedures “. . . record and re- 
port the results of the leasing transaction without re- 
gard for its primary objective—that of securing financ- 
ing without the investment of stockholders’ funds in 
fixed assets.” It is suggested that serious distortion of 
the financial statements may result. ‘The rapid growth 
in the use of long-term leasing as a method of finance 
has found the accounting profession in a position where- 
by the application of standard procedures and principles 
to the lease financing transaction would seriously mis- 
represent the real economic relationships which are 
established.” Early and current accounting treatment 
of lease transactions are discussed, and a departure 
from conventional procedures is proposed in those 
instances where the presence of elements suggestive 
of an ownership-debt situation are strong enough. In- 
cluded in a rather completely worked out procedure 
for such a situation is the suggestion that the fixed 
asset and the liability implied in the obligations as- 
sumed be presented on the balance sheet under appro- 
priate titles and amortized over the initial non-cancel- 
lable term of the lease. Proposals are also made for the 
treatment of profit and loss statement items related to 
long-term lease financing. Problems of valuation and 
problems of terminology are recognized and discussed, 
as are also possible differences in tax treatment and 
accounting treatment. 

This book should be interesting and profitable read- 
ing for any who are concerned with the use of or the 
accounting for long-term leases. 

Morris N. WEBSTER 
Chairman, Division of 
Business Administration 
Everett Junior College 


Per V. A. HANNER Rikshuvudboken dv dr 1623—The 
General Ledger of the Kingdom of Sweden, 1623 
(Stockholm: Torlags A.B. Affairs Ekonomie, 1954, 
pp. 32). 


This paperbound monograph consists of 13 photo- 
static plates of pages from the ledger plus some related 
material, with an explanation and interpretative ma- 
terial by Prof. Per. V. A. Hanner. For English readers 
there is included in English a one page introductory 
supplement. The historical significance lies in the fact 
that this is the first general ledger of the Kingdom de- 
veloped by the double entry system, and, as far as 
known, the oldest preserved accounting record of any 
sort in Sweden using this system. 
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Features of the accounting system used which were 
unique in Sweden in 1623 and yet modern in terms of 
current practice are: double entry accounting, the use of 
registers to summarize transactions as a basis for gen- 
eral journal entries, the combination of budgetary and 
actual data in many accounts, the development of 
variances between budgetary and actual figures, which 
variances were closed into summary accounts, and ac- 
counting for revenues and expenditures as a budgetary 
unit instead of using the fiscal year as a unit, as was then 
the practice in commercial accounting. 

The brief text material deals with the following 
topics: 

. Historical background 

. The installation of the system 

. The ledger itself 

. The account classification 

. Possible sources of the ideas 

. Immediate effects on practice in Sweden 
. A brief bibliography. 


There was already in existence a chamber for central 
financial administration. This had a department for 
the treasury and one for accounts. In 1619 the accounts 
department was charged with the preparation of budg- 
ets of revenue and expenditures and with setting up a 
system of central accounting records. 

The actual formulation of the system was the work 
of a Dutch merchant, Abraham Cabiljau who had spent 
a large part of his life in Sweden. He began his work 
late in 1623 but his records under the system were car- 
ried back to July 1, the beginning of the fiscal year. His 
duty was to keep a record of all revenues and expendi- 
tures of the Crown and to prescribe forms and proce- 
dures for use by the provinces and government enter- 
prises. In addition he set up accounts for receivables 
and some other assets and for liabilities. 

The ledger itself was a book of about 900 pages and 
2,000 accounts. Only a few of the last pages and the 
index are missing. Journals and registers for the year 
have not been found. The journal for 1624 is preserved 
and is illustrated among the plates. Postings for 1623 
were not consecutive and not all were dated. Those for 
the first part of the year indicate only the months cov- 
ered by the summary entries. Instead of closing at 
midyear 1624 the ledger was kept open till December, 
1624, to allow clearing of transactions relating to the 
1623 budget. 

It was evidently not possible to interpret the func- 
tions of some of the accounts, but the following types 
of accounts occur: 


1. “His Royal Majesty and the Crown,” a few sum- 
mary accounts for revenues and expenditures 

2. Accounts carrying opening balances 

3. Closing balance accounts 

4. Revenue accounts—many of these and their sub- 
divisions were charged with expected revenues 

. Expenditure accounts—some of these were 
credited with budgeted expenditures 

. Receivables from persons, businesses and others 

. Liabilities 
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8. Accounts with castles, estates and governmental 
enterprises, some mixed accounts 
9. Various cost accounts. 


Some of the apparent imperfections, such as only 
partial budgeting, are evidently due to the fact that the 
system was not started until some months after the 
fiscal year had begun. Some difficulty also grows out of 
the fact that some revenues were received in commodi- 
ties rather than in cash. 

Cabiljau was evidently thoroughly familiar with 
double entry theory and practice as it had developed 
on the continent. Direct tracing of his sources of infor- 
mation is not possible, nor are there any perserved rec- 
ords of his own earlier business enterprises. Unques- 
tionably he did exhibit considerable originality in de- 
vising this system. There is evidence that this installa- 


tion had considerable direct influence on the develop. 
ment of similar systems during the century in Stock. 
holm and other municipalities in Sweden and on the 
continent where Sweden then had power or influence, 
This monograph was published in a limited edition 
in recognition, on the occasion of his retirement, of the 
substantial contributions of Prof. Oskar Sillen to the 
development of accounting in Sweden. Professor Han. 
ner and his publishers merit highest commendation for 
making this bit of significant historical information 
available to those interested in the development of 
accounting. 
H. J. 
Retired 
University of Minnesota 
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SAUL Levy, Accountants’ Legal Responsibility (New 
York: American Institute of Accountants, 1954, pp. 
vii, 288, $5.00). 


In this book we now have an authoritative publica- 
tion of the highest order in a field in which our profes- 
sional literature in this country has been notably defi- 
cient. The author is both a certified public accountant 
and a member of the bar and eminently qualified. Ac- 
counianis’ Legal Responsibility is without doubt the 
most competent and thorough discussion of the subject 
presently available. It developed as a result of the inter- 
est shown by readers of Chapter 6 of the C.P.A. Hand- 
book. It is hoped that this interest on the part of mem- 
bers of the profession is evidence of a growing realization 
that an accountant who thinks this subject is for the 
other fellow and not for himself is indeed short-sighted. 

The book is presented in two parts: Part 1, made u 
of seven chapters, consisting of an analytical survey, 
including a discussion of a number of court cases; and 
Part 2, consisting of a reprinting of judicial opinions 
from leading court cases, largely in their entirety, and 
certain articles. 

In Chapter 1 the author discusses fundamental con- 
siderations, of which perhaps the basic one is that certi- 
fied public accountants are members of a skilled pro- 
fession and as such are subject generally to the same re- 
sponsibilities as members of other skilled professions. 
He reminds us, among other things, that numerous 
parties other than clients often rely upon our opinions 
as accountants. 

Chapter 2 is devoted to a discussion of liability to 
clients. The author points out that with respect to 
clients there is a contractual relationship which is the 
foundation of the accountants’ responsibilities and 
rights. Several English and American cases are dis- 
cussed. Mention is also made of the position of surety 
companies in cases involving defalcation. One cannot 
emphasize too strongly that accountants are not in- 
surers against loss by defalcation; and that an audit, as 
valuable as it may be, is not the legal equivalent of a 
fidelity bond. 


Chapters 3 and 4 are devoted to the liability of 
accountants to third parties at common law and by 
statute, respectively. This leads us into consideration of 
the principles that there is liability for fraud to persons 
outside the privity of contract, that gross negligence 
may be evidence of fraud, and that even the expression 
of opinion may be a fraudulent representation if there 
is not a sincere and honest belief in that opinion. The 
author emphasizes the vital distinction between repre- 
sentations of fact and expressions of opinion based on 
the rule that a false representation of fact as of knowl 
edge creates liability even if believed to be true. 

The liability of accountants to third parties under 
the common law was substantially affected by the enact- 
ment of the Federal Securities Act of 1933 (and, toa 
lesser extent, the Federal Securities Exchange Act of 
1934). Fortunately there have been no court cases 
against accountants reported under this Act since 1933 
based upon alleged falsity or misleading omission as of 
financial statement dates. 

Chapter 5 is devoted to a discussion of disciplinary 
proceedings under authority of state statutes regulating 
certified public accountants, the Rules of Practice of the 
Securities and Exchange Commission, and the codes of 
professional conduct established by the American In 
stitute of Accountants and various state societies. 

In Chapter 6 the author discusses the legal aspects of 
working papers, including the ownership thereof. In 
view of the fact that each accounting engagement in- 
volving an expression of opinion also involves the prep- 
aration of supporting working papers, it behooves 
every accountant in public practice to take cognizance 
of the implications of this chapter. 

The subject of privileged communications is dis 
cussed in Chapter 7 with respect to both federal and 
state laws. Apparently in the absence of statutory pro 
vision, there is no status of privilege applicable to the 
confidential communications between the accountant 
and his client—at least the court decisions support this 
proposition generally, particularly the federal courts. 

Over thirty cases are presented in Part 2, arranged 
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topically in line with the discussion in Part 1. As stated 
in the foreword, familiarity with the facts and the law 
involved in these cases will serve to give the accountant 
a much better understanding of the legal responsibility 
inherent in the practice of public accountancy. 

Educators sometimes appear primarily concerned 
with the “theory” of accounting and auditing, with 
knowledge of the ‘‘practical” aspects left to be attained 
from actual experience. There are matters which ac- 
countants in public practice believe should be taught in 
our colleges and universities, but which some educators 
believe do not belong in an accounting curriculum. 
There may be some educators who feel this way about 
the subject of legal responsibility of accountants. In 
the opinion of this reviewer, however, it is none too 
soon to expose undergraduate students of accounting 
to the legal problems confronting the profession. Those 
educational institutions which are already covering the 
subject of accountants’ legal responsibility in one way 
or another should use Mr. Levy’s book for reference; 
those institutions which have not previously included 
the subject as a part of their curriculum should consider 
doing so now that there is such excellent source material 
available. 

RALPH S. JOHNS 
Partner 
Haskins & Sells 
Chicago 


W. W. Bicc & J. O. Davies, Internal Auditing (London: 
H. F. L. (Publishers) Ltd., 1953, pp. ix, 175, $3.00). 


Several books on internal auditing have been pub- 
lished in the United States. Here is a book written by 
two eminent British accountants in which their views 
of internal auditing and allied matters are set out in 
concise and digestible prose. 

It is very apparent to the reader of this work that 
internal auditing is not a recent development in Britain 
but is the outgrowth of “the trend towards increase in 
the size of industrial organizations” characteristic of 
the last three decades. Identical reasons are given to 
support the introduction of the internal audit in larger 
businesses of North America. Many expressions and 
considerations familiar to the North American auditor 
are used by his British counterpart. For example, the 
authors refer to internal control as “an efficient system 
of internal check reinforced by an internal audit,” and 
again, when making reference to the prevention of 
fraud, they say “the detection of fraud by internal 
audit is now outmoded as a principal function; should 
fraud arise, it generally represents a failure of internal 
check, the appraisal of which is one of the chief re- 
sponsibilities of internal audit.” It is noticeable that 
the authors place emphasis on the verification of the 
accuracy of the financial and accounting records and 
only passing reference is made to the audit of non- 
accounting matters. 

The similarity of purpose and expression lead to the 
belief that there is little difference in the concepts of the 
internal audit role on both sides of the Atlantic. The 
characteristics and objectives coincide and the tech- 
miques described bear close resemblance except in 
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isolated cases which may be accounted for by diverse 
business practices, legislation, etc. 

The book opens with a foreword by Sir John Mori- 
son, C. A., a distinguished financial advisor to the 
British Government during and since World War II. 
This is followed by a brief preface in which the authors, 
describing the purpose and scope of their book, offer 
as a background the thought that “internal auditing 
can be considered to be a specialist branch of accounting 
with its roots in that profession but reaching out towards 
management.” 

The ensuing fifteen chapters, each averaging ten 
pages in length, tell the story of internal audit, its in- 
ception, development and application today. It is noted 
throughout that the work is not diffused by excess 
wordiness and summary listings of facts are often re- 
sorted to in order to avoid lengthy explanations—the 
keynote is crispness and clarity and this style lends 
force to the statements which summarize certain pre- 
scribed courses of action. 

The first chapter is titled “Introduction” and estab- 
lishes the place of internal audit in business. The 
authors sum up in general terms the parallel though 
different functions of the internal and external auditor 
in providing the required information to their respective 
“‘masters.” They say “the work of the internal auditor 
is (therefore) very similar to that of the external aud- 
itor, although in some cases the duties of the former 
may be limited to certain records, whereas the latter 
must do all that he deems necessary to enable him to 
report upon the final accounts. On the other hand the 
internal auditor, in his function as an aid to manage- 
ment, examines records and documents which the ex- 
ternal auditor is not normally required to review.” In 
the succeeding chapter, dealing specifically with “Scope 
and Purpose,” this statement is neatly tied together 
when, in referring to internal and external audit differ- 
ence, it is said that “the external audit approach is 
through the balance sheet and accounts, the internal 
audit approach is through the organizational and pro- 
cedure manual.” 

Notwithstanding the difference in function, Messrs. 
Bigg and Davies, in common with most other writers 
on the subject, are strong advocates of a good liaison 
between the external and internal audit groups. Co- 
operation is summarized in an appendix under the 
heading “Notes on the relation of the internal audit 
to the statutory audit” which is reproduced by per- 
mission of the Institute of Chartered Accountants in 
England and Wales. 

Space is given to the organizational structure of an 
Internal Audit department and the qualifications, 
technical and personal, of a staff manning such a de- 
partment are touched upon. In the chapters which fol- 
low, the processes of audit and the areas of activity are 
discussed and include fraud prevention, accuracy of 
payrolls, receivables, inventories, etc. The ever-im- 
portant and logical conclusion to all audit work, the 
report and follow-up, is deliberated at some length. An 
index at the end of the book makes for ready reference. 

The publication reflects an extensive knowledge of 
the subject supported by careful preparation. The 
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authors, W. W. Bigg, F.C.A., and J. O. Davies, F.C.A., 
are well qualified to write a book of this nature. Mr. 
Bigg, a prominent practicing accountant, is also well 
known as a lecturer on accountancy subjects and his 
name is associated with several outstanding technical 
books. Mr. Davies is Chief Internal Auditor of the 
National Coal Board and has been the author of several 
articles which have appeared in professional journals 


Economics 


IRWIN Frienp with Vito Natretta, Individuals’ 
Saving; Volume and Composition (New York: John 
Wiley & Sons, Inc., 1954, pp. x, 288, $5). 


The authors are, respectively, Research Professor 
of Finance at the University of Pennsylvania and 
Supervisor of the Financial Analysis Section of the 
Securities and Exchange Commission. In a volume re- 
plete with statistics, they have stated and appraised 
all available information concerning the savings of indi- 
viduals in the United States. By this means, they have 
developed the implications of these data for the deter- 
mination of aggregate income. 

The authors appear to be more successful in empha- 
sizing the types and limitations of these data, such as 
estimates made by the Securities and Exchange Com- 
mission, Department of Commerce, and Federal Re- 
serve Board, than in outlining explanations of move- 
ments in savings and their relation to income. However, 
since many Government agencies and economic an- 
alysts use saving data to interpret the economic situa- 
tion and the capital markets, the authors’ analysis and 
attempted reconciliation of existing materials will bene- 
fit various persons in interpreting the data. 

Although statistical studies of the nature of the one 
under review have been published overseas, the Friend- 
Natrella volume appears to be the first to appear in 
America which offers in quantitative terms the adjust- 
ment items essential to proceed from one series of esti- 
mates (say those of the SEC) to another (for example, 
of the Federal Reserve Board). Their volume also is the 
initial presentation of an annual and a roughly quarterly 
reconciliation between the official sets of savings esti- 
mates. By offering the facts underlying the official 
estimates, the book also provides much greater infor- 
mation concerning the composition of individuals’ sav- 
ing than has previously been available. 

Messrs. Friend and Natrella raise serious questions 
as to the validity of a number of prevalent views on the 
trends and determinants of saving. They offer a dis- 
cussion of methods for projecting the flow of income 
into saving and consumption, and stress that the re- 
formulations of the relation of saving to income, which 
were widely accepted as a result of developments in 
the immediate post-war years, appear extremely dubi- 
ous in the light of experience gained in the period from 
1951 to 1953. 

The authors’ concluding remarks are of a somewhat 
pessimistic nature. In their words, until “more (and 
better data) are available, very few definitive state- 
ments can be made on the expected rate of individuals’ 
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published in both Great Britain and the United States, 
He is a member of the London Chapter of the Institute 
of Internal Auditors. 
W. R. R. BRADLEY 
Disbursement Auditor 
British Columbia Electric Company Limited 
Vancouver, B. C., Canada 
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saving in the post-war period. The precise nature of the 
saving or consumption is not known, and there is stil] 
some question whether there is in any meaningful sense 
a stable saving-income relationship either in the short 
run or long run.” Based on the state of present infor- 
mation, it may well be that the current saving rate, ad- 
justed roughly from time to time for shifts resulting 
from such special events as war distortions or the pay- 
ment of insurance refunds to veterans in the first quarter 
of 1950, is the best estimate of future saving. Thus, the 
emphasis would be placed on the influence of any special 
factors affecting saving either in the current period or 
in the foreseeable future. 

Another method of estimating prospective saving 
might be the use of data on consumers’ anticipations 
or plans to adjust current expenditure and saving. Re 
search of this nature has been pursued by the Federal 
Reserve Board since the end of the war, especially rela- 
tive to the ability of consumers to project correctly 
their durable goods expenditures. Although published 
results have been promising, they are not adequate for 
arriving at any definite conclusions as to the value af 
such information in revealing movements in saving. 

For many of the newer insights into saving behavior, 
it will be necessary to rely on new and better consumer 
survey data. A recasting of existing survey information 
may prove useful in testing certain hypotheses although 
perhaps not for arriving at aggregate results. The 
authors indicate that an analysis of these data might 
profitably consider the effect of investment by a con- 
sumer unit on its saving, with implications, therefore, 
for the observed trend of saving in the post-war period. 
Much work must be accomplished, however, before 
survey data can be used with reasonable confidence. 

The authors conclude that “the effect of memory 
lapses, both intentional and unintentional, must be 
thoroughly explored, and a more satisfactory reconcilia- 
tion with overall estimates is necessary than has been 
found possible here.” 

Mary E. Murpxy 

Assistant Professor of Business and Economics 
Los Angeles State College of Applied 

Arts and Sciences 


RicHarD Topp, Confederate Finance (Athen 
Georgia: University of Georgia Press, 1954, pp. » 
258, $5.00). 


Unlike the story of military operations, that of Civil 
War finance has been largely a one-sided affair. Many 
are familiar with Union finance, the greenbacks, the 
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National Banking Act, the role of Jay Cooke. Few 
know of the agonizing financial experiences of the Con- 
federacy—experiences that make the Union’s difficulties 
appear relatively painless. In Confederate Finance Pro- 
fessor Todd makes an interesting contribution toward 
redressing the balance. 

The work is divided into six chapters. In sequence, 
they deal with (1) the establishment and organization 
of the Treasury Department, (2) borrowing operations, 
3) Treasury notes, (4) tariffs and taxes, (5) seizures 
and donations, and (6) financial operations abroad. 

Cotton was truly King in the South, so much so that 
Confederate finance could be described in large measure 
as cotton finance. Nowhere is this better shown than 
in connection with the produce loans, perhaps the most 
unique feature of Confederate finance. Todd analyzes 
these—and other methods of borrowing—in much de- 
tail. The first such issue (1861) permitted the sale of 
bonds not only for specie, but for military stores and 
for the proceeds (in specie or foreign bills) of earmarked 
quantities of crops.or manufactured articles. This loan, 
Todd aptly observes, was directed to a planter group 
which had no available money, but did possess crops. 
It was expected that planters would designate percent- 
ages of given crops which they would be willing to sell 
for proceeds (determined by prevailing market prices) 
to be exchanged for government bonds. The Govern- 
ment, in turn, hoped to use these pledged receipts as a 
basis for loans at home and abroad. In later similar 
issues the Government permitted payment for bonds in 
notes and then in produce directly without the inter- 
mediate step of a sale of goods by the subscriber. Strenu- 
ous efforts were thenceforth made to sell 8% bonds for 
cotton, which, in turn, was made the basis for the issu- 
ance of cotton certificates to be sold in Europe for for- 
eign currency. The cotton itself was, in general, to be 
deliverable only after peace was established. 

Treasury notes are discussed by Todd both in con- 
nection with loans and separately. He paints a picture 
of massive issues stemming principally from inade- 
quacy of taxation and insufficiency of bond sales, in 
which military reverses were a factor. Reflecting this, 
inflation was rampant and gold appreciated steadily. 
By the end of 1863 it required $20 in paper to buy $1 
in gold and at the end of 1864 the ratio was $45 to $1. 

Todd describes carefully the efforts of Secretary of 
the Treasury Memminger to improve this unhappy 
fiscal situation. He shows the constant and often futile 
efforts to persuade Congress to adopt increased taxa- 
tion, and attempts to refund notes into long-term bonds. 
At first the refundings were “voluntary in nature, [but 
they] gradually acquired the characteristics of a com- 
pulsory or forced loan” (p. 64). The final and most 
drastic measure taken—in 1864—combined features of 
a forced loan with repudiation of the old currency. 
Todd also describes the use of interest-bearing notes as 
a device to restrain the velocity of money. 

In the discussion of taxation the most novel feature 
Pointed out is the tithe tax, which became law in 1863— 
and was the first significant war tax. It was in a sense 
related to the produce loans, for, in addition to mone- 
lary taxes, it established a “tax-in-kind of one-tenth 
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of the agricultural produce grown in the year 1863 .. .” 
(p. 141). But, Todd observes, even the taxes under this 
law were inadequate, and “it was not until March 11, 
1865, that Congress enacted a tax measure imposing 
rates adequate to meet the needs of the Govvernment” 
(p. 154). 

Also of considerable interest in the area of taxation 
is the fact that protective tariffs were forbidden by 
Constitutional provision. The Confederate Congress 
enacted a tariff measure designed for revenue purposes 
only, which, together with an export duty on cotton, 
was intended to meet most of its tax needs. In fact, ow- 
ing to the blockade, import and export duties collected 
were inconsequential. 

An important part of Confederate finance discussed 
by Todd—and the final part to be noted here—is the im- 
pressment policy. Speculative behavior of sellers in a 
market of rising prices, their unwillingness to sell against 
depreciating paper and certificates of indebtedness, etc., 
brought the establishment in early 1863 of a procedure 
for broad use of impressment. Impressment policies in 
practice brought governmental purchases at prices in- 
creasingly lower than market. Before bitter opposition 
caused the device to collapse in the closing months of 
the war, it had reached enormous proportions. 

As in all works, the reader will find here areas that 
he perhaps would prefer to have treated differently. 
Likewise he will find omissions and inclusions of which 
he may disapprove—and in most such cases his points 
of criticism will probably be determined by his own 
background. For this reviewer there is a gap in the area 
of economic analysis. Nowhere is there a sustained dis- 
cussion of price movements and their consequences— 
not a single chart or index of Confederate prices will be 
found. An explicit discussion of the velocity of the 
money supply would have been of much interest, as 
would sustain statistical discussion of expenditures and 
the over-all budgetary situation. From the standpoint of 
organization, there is excessive repetition of material. 
In the realm of description the author evidently con- 
fuses the National Bank system of the North with a 
central bank (which, in fact, was not established until 
1914) when he refers to “the central bank of the Federal 
Government” and to “talk of creating a central bank 
along the lines of the National Bank system of the Fed- 
eral Government” (p. 19). 

Despite these criticisms, we should be grateful to 
Professor Todd for bringing light into an area which 
much needs it. 

MILLER 
Assistant Professor of Finance 
University of Pennsylvania 


ANATOL MurRaD, Private Credit and Public Debt. (Wash- 
ington, D. C.: Public Affairs Press, 1954, pp. vii 
195, $3.75). 


The author states that it is his objective to offer a 
fresh look at the subjects of money, banking and credit, 
to clarify obscure corners of those fields and to get rid 
of the “deadwood” which obstructs a clear view of them. 
He has certainly succeeded. More than that, he has an 
original thesis as to the past and future of capitalism, 
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and the tremendous growth in public debt in recent 
years. 

Part I of the book is lucid explanation of the author’s 
basic theory of credit. He sees that as the medium 
through which the exchange which connects production 
with consumption is accomplished. Money consists 
simply of credit instruments with a higher degree of cir- 
culation power than promissory notes, and other paper 
generally considered credit instruments, because it is in 
a more socialized form which the law has declared is 
considered as payment for debts. Real payment is 
not made until the debt is finally cancelled by the com- 
pletion of the exchange transaction through the transfer 
of goods or services. 

Part II carries the analysis of the credit structure 
specifically into the capitalistic system. The author 
bluntly characterizes the ownership of capital as a de- 
vice to obtain an income without working for it, and all 
true saving as a desire to get for oneself that type of in- 
come. Credit serves as a device not only for exchange, 
but for the accumulation of such capital. 

Part III embodies the real thesis of the book. Here 
the author insists that a society can reach a point of 
full industrialization, where the labor force is not large 
enough to utilize existing equipment and produce addi- 
tional capital. Capital accumulation then cannot con- 
tinue and credit can thus no longer arise from that ori- 
gin. But the public still wants to save in order to hold 
more income-producing (without work) securities. This 
dearth of securities in which to invest is the source of 
depressions, according to the author. It is in the at- 
tempt to alleviate this shortage that the government 
resorts to credit instruments based on consumption 
without production. This is then the true reason, he 
asserts, for the recent phenomenal growth in public 


debt. Furthermore, the author gloomily insists that 
such methods will only in the end hasten the doom of 
capitalism itself. 

All in all, it is a startingly fresh and frank approach 
to the problem, one however with which many wil] 
violently disagree. It certainly does not hold out much 
promise for the future of the capitalistic system and 
therefore seemingly flies in the face of the experience 
of that system since World War II. The author not 
only avers that population growth will not save the day, 
because it cannot expand forever, but that new inven- 
tions might actually lead to disinvestment. 

While the book proceeds very carefully by minute 
forward steps during Parts I and II, when it reaches 
Part III it then proceeds at too fast a pace. Since that 
latter section is the meat of the author’s thesis, and the 
area which the average reader will find the most dis- 
turbing to his usual thoughts on the subject, it is too 
bad the author did not place it under the same micro- 
scopic type of analysis he did in the first two parts. 

The book will appeal to accountants because the 
approach to many of the problems discussed is that of 
an accountant. Accounting terms are employed and 
the concepts of that field come up constantly through- 
out the volume. 

As a well written, easily read, thought-provoking 
and intensely interesting book, keeping thoroughly 
alive what might have been an otherwise dry subject, 
this is highly recommended to anyone interested in 
money and credit, provided the reader does not mind 
getting a little hot under the collar toward the end. 

Smney I. 
Assistant Professor of Economics 
Rutgers University 


Statistics 


Jor, Dean, W. Epwarps DeMtne, et al., The Role of 
Sampling Data as Evidence in Judicial and Adminis- 
trative Proceedings (New York: The Soicety of Busi- 
ness Advisory Professions, Inc., in cooperation with 
Graduate School of Business Administration of New 
York University, October 1954, No. 19, pp. 80, 
$1.50). 


The Society of Business Advisory Professions pub- 
lishes the proceedings of formal sessions and seminars 
in the fields of accounting, law, economics, manage- 
ment consultants, and trade associations. An earlier and 
more general conference was held on the subject of The 
Growing Role of Economic Data in Judicial and Admin- 
istrative Proceedings; the record on that conference was 
published in March, 1954. The present volume is more 
particularized in its approach and deals with the prob- 
lems inherent in presentation of evidence based on 
examination of something less than 100% of the under- 
lying data used in support of adversaries’ positions and/ 
or conclusions. 

Joel Dean, in the lead article, defines sampling as 
‘*, ,. the process by which we make generalizations on 


the basis of incomplete evidence. .. .”” He makes the 
point, rather feelingly, that we all sample subconsci- 
ously even in our everyday affairs, without making 
much fuss about it one way or another. Dean then 
clearly distinguishes scientific or probability sampling 
from nonscientific or judgment sampling. Scientific 
sampling, of course, has the advantage of permitting 
objective evaluations of results, in terms of both pre- 
cision and risk. 

Mr. Dean indicates that scientific sampling should 
be used whenever the savings in time and/or money 
warrant any resulting sacrifice in accuracy, or when 
sampling is more efficient than a complete tabulation. 
A startling illustration indicates that, by the use of 
scientific sampling, “‘. . . it is possible to estimate within 
4 per cent certain characteristics about the population 
of the United States with samples on the order of 2,000 
and with only one chance in 100 of being wrong.” 

It is contended that scientific sampling is so seldom 
and so badly used in judicial and administrative pro- 
ceedings simply because it is “unprecedented, unbe- 
lievable and suspect.” Undoubtedly a long educational 
process will be required to dispel these notions on the 
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t of the courts. In the opinion of this reviewer, 
more publications such as the present volume will help 
a great deal. It should be added, rigid professional re- 
sponsibility on the part of both statisticians and the 
users of their findings must also precede increased 
acceptance of scientific sampling. 

Dr. Deming, one of our most respected statisticians, 
discusses some of the more technical aspects of the 
sampling problem—without being difficult to under- 
stand. He attributes the lack of general acceptance of 
scientific sampling to a failure to understand the princi- 
ples underlying statistical procedures, which is quite 
possible. On the other hand, it should be pointed out 
that few statisticians other than Deming are able to 
describe, to the layman, their practices with commend- 
able clarity or preciseness. 

The Deming chapter lays great stress on the divi- 
sion of work between the statistician and the “expert 
in the subject matter.” In a sense, it appears that 
Deming wishes to dissociate the statistician completely 
from responsibility in the substantive areas underlying 
a sampling problem. Carried to an extreme, this ap- 
proach seems to mean that the statistician is little more 
than a clever technician who applies the proper formu- 
las to raw data. This reviewer regrets that Dr. Deming 
conveyed this impression, and believes strongly that 
the technical statistician must have some responsibility 
and knowledge with respect to the subject matter—in 
the same manner as does the lawyer who tries cases 
dealing with, say, the practice of medicine. Admittedly, 
the statistician must rely to a very great extent upon 
the expert in relation to the subject matter, but it is 
doubtful that the statistician can completely divorce 
himself from the intricacies of the subject matter or the 
survey problems. 

A very significant contribution in the Deming article 
is a tabulation of existing standards of statistical per- 
formance and Deming’s own outline of ‘some proposed 
ingredients of standards of sampling procedures for 
legal evidence.” Most layman undoubtedly do not ap- 
preciate the extent of the codification of statistical 
practices, and will find this portion of the article re- 
assuring. As in the case of all relatively new professions, 
the education of the user is one of the more discouraging 
aspects of development. Accountants should well under- 
stand this problem. 

The commentary in seminar on the various papers 
takes up a problem which troubles many non-statisti- 
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cians. Sampling for physical characteristics—such as 
the color of beads—is a concept which most of us can 
understand if only because the physical characteristics 
are readily determinable. Each bead is red or white; 
There are no intermediate categories. However, when 
the technique of scientific sampling is carried over into 
the social sciences where characteristics under examina- 
tion are frequently not so neatly definable, many of us 
wonder whether the statistics tool can have the same 
sharpness with which it is used in the physical sciences. 

On this latter point, Mr. Gainsbrugh speaks pro- 
foundly: “. . . The confidence which courts and admin- 
istrative bodies place upon sampling results depends 
upon more than the rigorous mathematical design and 
mechanical processing of the sample. Samples are fre- 
quently drawn from populations stratified by socio- 
economic characteristics. Thus the proper identification 
of sampled units becomes essential to the estimating 
technique. Contrast this with the objectively defined 
red and white beads—and carefully measured units— 
which are dealt with in other sciences. 

“The statistician working in the social sciences often 
treats with selected units whose (reported) character- 
istics as well as whose responses are subject to bias. His 
estimating procedure, for example, may require that re- 
sponses (e.g., expenditures on a certain class of products) 
be matched with characteristics (household income) to 
build up an estimate of total expenditures. The rele- 
vancy of the characteristics as well as the accuracy of 
the responses condition the reliability of the final re- 
sults. This also adds an additional element to the evalu- 
ation of sampling results which is not at issue in full 
census tabulations.” 

It is somewhat disappointing that Dr. Deming fails 
to treat the specifics of accounting applications. He 
seems simply to imply that because statistics has been 
useful in other professional fields, the tool will necessar- 
ily be helpful in accounting. Although many account- 
ants are coming to look much more kindly on scientific 
sampling applications than was the case even a year 
ago more illustrations of specific applications of the 
technique to auditing and accounting must be demon- 
strated before there will be general understanding or 
use of the tool. 

RoBERT M. TRUEBLOOD 
Partner 
Touche, Niven, Bailey & Smart 
Pitisburgh 


Taxes 


1955 Federal Tax Course—Students Edition (Chicago: 
Commerce Clearing House, Inc., 1954, pp. xiv, ap- 
prox. 900, $6.00). 


1955 Federal Tax Course—Students Edition (New York: 
Prentice-Hall, Inc., 1954, pp. approx. 1,200, $6.95). 


The “tax courses” published by Commerce Clearing 
House and Prentice-Hall have become the basic texts 
used in colleges and universities offering training in fed- 
eral income tax as part of their accounting curricula. 
Although there are a number of other publications of 


excellent quality leveled at this same market, or adapt- 
able to it, none has come near the record of adoptions 
maintained by these two. The promptness of publica- 
tion, the very reasonable price for which each sells as 
well as the fine service contributed to instructors, are 
no doubt attributable to the lively competition be- 
tween the publishers. Each also publishes tax “services” 
widely used by accountants, attorneys and others. 
Designed to train students in their first courses in 
federal income tax, or for review or reference for those 
previously trained, each text explains the principles 
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applying to returns for individuals, partnerships, fidu- 
ciaries and corporations, with a resume of gift and es- 
tate taxes. Materials under various classifications of 
income, expense, capital gains, reorganizations, etc., are 
reasonably comparable though the completeness of dis- 
cussion varies somewhat. The CCH text includes a full 
chapter discussion of excise taxes, which are dismissed 
by the P-H text with a few short tables in the Tax 
Charts section. In contrast, the P-H text includes a 
comprehensive statement of social security benefits 
that is concluded by the CCH text in a two-line state- 
ment. Such differences in subject matter do not prevail 
generally, however. Both texts give ample reference to 
1954 Internal Revenue Code sections, to selected cases 
and to relevant sections of the respective 1954 CCH 
Standard Federal Tax Reports and the 1954 Prentice- 
Hall Federal Tax Service. Footnote references to cases 
and to other tax source materials are more extensive 
in the P-H text. Both make ample use of illustrative 
problems in conjunction with explanations and each 
provides practice problems appropriate to the chapter 
under discussion. 

The CCH text is furnished in a loose-leaf binder and 
has convenient tabs for quick reference to given sec- 
tions; the P-H text is a bound volume. Neither is a con- 
tinuing reporter and no current changes are furnished. 
On the whole the P-H text is more comprehensive, fur- 
nishing greater detail and definition in many areas. It 
contains approximately 50% more text material and 
has an index about twice as extensive as the CCH 
course. Of necessity, any text in the field of Federal 
Income Tax must be a compromise between the state- 
ment that is entirely inadequate because of its brevity 
and a compendium that approaches the detail in one of 
the services. The objective of the reader purchasing 
the course or of the instructor adopting it for teaching 
purposes will determine the adequacy. A fairly small 
addition to the P-H text in recent years, but one which 
has added materially to the experience it gives to the 
student, has been the inclusion of research problems at 
the ends of most of the chapters. These are questions 
not answered by the text and which require the use of 
a tax service to be solved. 

Another difference in the two courses lies in the or- 
ganization. The CCH section on “How to Use the 
Course” indicates that a chapter by chapter study will 
assist the student to become familiar with the federal 
tax rules “in the sequence in which they are most fre- 
quently encountered.” The federal income tax field is 
voluminous and complex. If the purpose of a basic 
course is to establish a framework within which the 
student may expand his knowledge and experience, it 
seems reasonable to suggest that the most logical ar- 
rangement will be the best. The first nineteen chapters 
may be in the sequence in which they are most fre- 
quently encountered, but they do not impress this re- 
viewer as logical in arrangement. 

The order of the equivalent subject matter in the 
P-H text is more logical and orderly, though some im- 
provement might be secured in relocating Chapter 14 
on “Deductions for Adjusted Gross Income” before 
Chapters 8-13 dealing with various deductions. 
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Both CCH and P-H publish a general edition of the ” 
tax course for sale outside the school demand. They sell © 
for $14.75 and $17.50, respectively. Solutions to the 
practice problems are furnished with this edition and 
the P-H course is bound loose-leaf with tabs for ready” 
reference. 

The texts considered here are excellent publications © 
and both have made a real contribution to the basie™ 
training of people interested in pursuing federal income 7 
tax work or merely interested in the field in a general 7 
way. Without doubt the publisher’s endeavor to make” 
his tax course the best possible is conditioned on the 
recognition that the Course is the introduction to the” 
larger tax service each offers. % 

Juttus ROLLER 
Associate Professor of Accounting 
University of Washington 


RICHARDSON, BaRDES, MAHON & Monk 
gomery’s Federal Taxes—35th Edition, (New Yorks” 
The Ronald Press Co., 1954, pp. 1000, $15.00). 


The 35th Edition of Montgomery’s Federal Taxes i 
new in arrangement, content and scope. The book deals” 
with broad basic concepts of the components of taxab 
income, whether applicable to individuals, partnerships,” 
estates, trusts or corporations. The clarity and simplic 
ity of the volume, stripped of technical language and 
of controversial tax problems, make the new edition” 
understandable by persons other than tax practitioners. 

The explanatory background information in many” 
tax areas affords a starting point for research. The book” 
is based upon the new Internal Revenue Code, but v 
written before the release of applicable regulations) 
Citations of court decisions and treasury rulings for the 
most part have been eliminated. Case law interpretin 
the 1939 Code will, in many instances, be of little aid. 
Primarily for these reasons, the experienced tax p 
titioner must augment and annotate his research b 
references to other sources. 

The new treatment of specific types of business tram 
actions such as patents and other intangibles, securiti 
etc. and of particular industries, such as natural 
sources, farming, etc. will be helpful. The taxation 
income from natural resources is a highly technical 
dynamic subject; therefore, one can not expect to fing 
all the answers in this one volume. The editors, howe 
ever, have done a good job in pointing out the princip 
problems involved. Because of ever-changing phile 
phies and theories, a person with problems in this f 
should seek up-to-date information. 

The sections of the book dealing with tax planning; 
and particularly Part 17 on “Family and Estate 
Planning,” are commendable. It is strange that m 
businessmen spend large parts of their lifetimes buildi 
up large estates, yet do little planning as to the 
tion of those estates. 

The new book will serve a useful purpose in the 
broad field of federal taxation. Q 

C. Wa. Wittman, JR. 
Partner 
Arthur Young Company 
San Francisco 
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